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Wuat are “sound views” upon rent? Some years ago it 
would have been fairly easy to say, at least in England. A few 
quotations from Ricardo, fortified by a word or two about the 
condition of England during the Napoleonic wars; a glance at 
Mill, whose “cases of extra profit analogous to rent” + had 
stimulated the development of rent from the old conception into 
the new; a scowl, in passing, at Jevons; an assurance to doubting 
economists on the Continent or in America that they would find 
rent more acceptable if only they would familiarise themselves 
a little more with the great English system of land tenure; and 
finally a good deal about rent as the leading species of a large 
genus, with quasi-rent kept handy for emergencies ;—this, or 
something like it, would probably have been accepted as proof 
of an economist who could be trusted. But nowadays it would 
be less easy to dogmatise. English economists are less prone 
than they were to embrace a doctrine just because, like rent, it is 
thoroughly English; and economists everywhere are so busy 
with facts that questions of general theory are regarded, often, 
with a kind of genial agnosticism. This holds particularly of 
rent, about which there still seems to be as little agreement as 
ever—pace Professor Schumpeter, who recently told readers of 
this JoURNAL that in serious theory there is now no such thing 
as a “‘ difference in fundamentals.” 2 

In the midst of this uncertainty, Marshall’s views are still 
widely accepted as sound, or at any rate sound enough. In the 
Preface to the Principles, in successive editions from 1890 to 1920, 
he wrote: rent has “ peculiarities of its own which are of vital 
importance from the point of view of theory as well as of practice.” 
This thesis may be examined under four main heads: diminishing 
return, rent as surplus, “‘ improvements,” quasi-rent. 

1 Principles of Political Economy, Book III, Chap. V, § 4. 
2 Economic JOURNAL, September 1928, p. 363. 
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1. Diminishing Return. 


In discussing returns, Marshall says that they should be 
thought of primarily in terms, not of value but quantity. “It 
is important to note ” that the diminishing return to capital and 
labour under discussion “‘is measured by the amount of the 
produce raised,”’ changes in its price having “ no bearing on the 
law itself.”’1 And yet so price-ridden is all economic thought 
that even here Marshall uses words like “ remunerate ”? or 
“ profitably,” * which almost inevitably suggest prices; his 
farmers have “ pockets” * to keep their savings in; £1’s creep 
into his footnotes 5; and finally he “‘ concedes ” that the method 
of measuring returns in terms of quantity, “ though helpful for 
a broad preliminary survey, cannot be carried very far.” ® And 
since, in fact, he never tries to carry it any distance himself, there 
is no need here to argue the case against it, or to do more than ask 
whether it is proper to speak of “relating ”’ quantities at all, 
where the quantities to be related are so utterly different as 
produce on the one hand, and labour and capital on the other. 
Boys learning arithmetic are commonly told that cart-wheels 
should not be divided by oranges: should economists be asked, 
even in broad preliminary surveys, to compare directly, and 
without prices of some kind, bushels of corn, say, with days of 
work or tons of manure ? 

But whether the measurement of diminishing return be in 
quantities or prices, Marshall wavers throughout between two 
interpretations of the principle itself. Sometimes he associates 
diminishing return with what may be called economic incompetence : 
a farmer may go “too far”’ in a particular method of farming ; ? 
a manufacturer may spend “excessively” on machinery,’ or 
allow his workshops and storerooms to become ‘‘ overcrowded.” ® 
In this sense diminishing return “ results generally,” he tells us, 
“from an inappropriate apportionment of appliances for pro- 
duction.”’?© On the other hand, he sometimes uses the phrase 

1 Principles, p. 149. All references are to the 8th edition. Cp. p. 319, where 
increasing return is described as “a relation between a quantity of effort and 
sacrifice on the one hand, and a quantity of product on the other. The quantities 
cannot be taken out exactly,’”’ but to measure them in money is “‘a tempting, but 
a dangerous resource,” for it is “‘ apt to slide into an estimate of the rate of 
profit on capital.’”” The danger may be admitted; but why should we shun 
money prices altogether, or go sliding down the other slope into estimates of 
** unskilled labour of given efficiency ” (p. 171)? 

2 Pp. 149. 3 P. 152. * Ibid. 5 P. 155, n. 2. om, 271. 

7 P. 150, where “ under-cultivated””’ in the margin is apparently used to 


denote the “‘ extensive ’’ cultivation of the text. 
8 P, 169. *P. 481. 10 P, 170, margin. 
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diminishing return to sound that note of economic pessimism 
which echoes like a dirge through so much of English political 
economy. In the struggle between man and nature, man is 
bound to lose sooner or later: the tendency to diminishing 
return may be “‘ held in check for a time,” but it must ‘“‘ ultimately 
become irresistible ’” if demand should increase without limit; } 
with a growing population ‘the evil day is only deferred ”’ ; ? 
people may “for a time escape from the pressure of the law of 
diminishing return,” but only “ for the time.’ % 

Marshall himself distinguishes to some extent between his 
two interpretations. ‘‘ The diminishing return to an inappro- 
priate investment of their resources by indiscreet farmers or 
manufacturers ’—incompetence—“ is not exactly on the same 
footing as ’’—pessimism—“ the diminishing return to labour and 
capital in general applied to the land by discreet farmers, in such 
a country as England.”’* Or, again, with small letters for in- 
competence and capitals for pessimism, “ the diminishing return 
from disproportionate use of any agent of production is akin to, 
but distinct from, Diminishing Return of land in general to more 
intensive cultivation however appropriate.”5 Indeed, they 
have “ little in common ”’ with each other; ® the “ result of the 
misapplication of resources has no very close connection with the 
tendency of agriculture in an old country to yield a diminishing 
return to a general increase of resources well applied.” ? 

Would it not be better, however, to say that these two inter- 
pretations have, not merely no very close connection, but no 
connection at all? The one, diminishing return arising from 
incompetence, refers to a point of time, and indicates that if a 
farm is run by an “ inexperienced ” farmer who has made “a 
bad distribution of his resources,” the “result ’’® at any given 
moment may be, quite naturally, disappointing. But what 
concern is this of the economist ? His first business is to show what 
economic principles are, not to say whether people have acted 
in accordance with them or even whether they ‘“‘ have shown a 
reasonable amount of care and discretion ’’;® least of all is it 
his business to exalt the result of their carelessness or indis- 
cretion to the dignity of a technical term. In the other inter- 
pretation, diminishing return refers not to a point but to a period 
of time, and Marshall uses the phrase, as many economists have 
used it before him and since, to generalise some particular observa- 
tion of the past or to give sanctity to some particular forecast 

1P,153. *P.166. *P.320. 4 P.171. 5 P. 407, margin. 


6 P. 408. 7 P, 409. 8 Pp. 408-9. * P. 408. 
B 2 
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of the future. When economists have thought, as matter of 
history, that intensive farming in England became increasingly 
difficult between 18— and 18—, or have suspected, as matter of 
probability, that it would become so by 19—, they have often 
allowed themselves to speak roundly, as Marshall does, of the 
“tendency of agriculture in an old country to yield a diminishing 
return to a general increase of resources well applied.”” 1 Or when 
they have reflected on the food question in England or some other 
patch of the world, in retrospect or prospect, they have often 
slipped into proclaiming with Marshall, ‘“‘ the broad tendency to 
the pressure of a crowded and growing population on the means 
of subsistence.”’? Every economist, of course, is bound to 
diagnose the past as best he can, and to peer as best he can into 
the future, but he is not called upon to describe either his history 
or his prophecy by the name of diminishing return; nor, in 
discussing man’s efforts to get a living, is he called upon to weight 
the scales permanently in favour of nature and against poor man. 
If diminishing return is rightly to be regarded as a static and not 
a dynamic conception, as helping to explain what the economic 
is at any time, but not pretending to say what happens through 
time, in old countries any more than new, in agriculture any 
more than manufactures, then it is difficult to believe that 
Marshall’s second interpretation—economic pessimism—is much 
more likely than his first—economic incompetence—to find a 
permanent place in the equipment of economists. 


2. Rent as Surplus. 


Every schoolboy knows that rent is surplus. The question 
is, how and why? Surplus in what over what? Granted that 
returns diminish, Marshall has two lines of answer, based respec- 
tively upon his account of margins and his account of costs. 

(a) Margins.—‘“ Since the return to the dose on the margin 
of cultivation just remunerates the cultivator, it follows,” Marshall 
maintains, ‘‘ that he will be just remunerated for the whole of 
his capital and labour by as many times the marginal return as 
he has applied doses inall. Whatever he gets in excess of this 
is the surplus produce of the land.’”’* This now familiar way of 
speaking is reinforced by the now familiar type of diagram, where 
OD represents doses, DC the marginal return, and AHC the 

1 P. 409. 

2 P. 408, where this is spoken of as one of “all these various tendencies 


to diminishing return.” 
3 P, 1655. 
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surplus produce. By the marginal dose, we are told, “ we do 
not mean the last in time,’ 1 at least “ not necessarily,” ? and it 
looks for the moment as if Marshall were arguing for a static 
interpretation of margins. But he bends the other way at once, 
and a page or two later, when he is unfolding the story of agri- 
culture from age to age, he uses similar language and similar 
diagrams, apparently regarding his two tasks as much alike.’ 
Marshy land in the English fens, for example, he tells us, may at 
first produce little but “ osiers and wild-fowl”’; “the returns 
to capital and labour are at first small, but as drainage progresses, 
they increase; afterwards perhaps they again fall off.” AC, 
which previously had waved up and down to illustrate the con- 
ception of surplus produce, now waves up and down to illustrate 


A 














° D 


the course of agricultural history, and the narrow confines of 
ODCA now impound perhaps three hundred years of cereals and 
cattle side by side with the early osiers and wild-fowl. 

Marshall himself, of course, was most cautious in recommend- 
ing his diagrams: they were illustrations, not proofs; ‘‘ merely 
pictures corresponding very roughly to the main conditions of 
certain real problems.” 4 Yet nothing, perhaps, has done more 
than this particular type of diagram to obscure the main dangers 
to which marginal analysis is liable : the danger, on the one hand, 
of assigning a false independence to particular items of expenditure 
or receipt; on the other, of pressing into a single statement a 
number of ideas which may have little or nothing to do with each 
other—the pleasure of drinking 20s. tea, perhaps, and the pleasure 
of drinking 2s. tea.5 Even here, in this context, it may be doubted 
whether a single diagram should properly include fens undrained 
as well as drained, tropics with malaria as well as without,® the 
returns on a farm before as well as after some “ extensive 
change ”;7 in other words, whether CD should properly act as 


1P. 154. 2 Ibid., margin. 8 Pp. 158-160. * Pp. 155, n. 2. 
5 Pp. 125. 6 p, 158. 7 P. 159, n. 2. 
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standard height all the way back to O, if conditions at O are utterly 
different from conditions at the so-called margin. 

But, however correct Marshall’s account of margins and his 
use of diagrams might be held to be, the proof which he gives here 1 
by marginal analysis of the surplus produce of land, if valid at all, 
is valid only if we take for granted what it seeks to prove. A 
farmer doses land with labour and capital until, at the margin, 
he gets only the “ordinary returns” to labour and capital, 
“without affording any surplus.” Multiplying the marginal 
return by the total number of doses, and subtracting the result 
from the total produce, Marshall has no difficulty in exhibiting 
a surplus produce from land. But of course, as has been often 
pointed out,? the same argument can be used just as properly 
to show a surplus from anything else. A one-man tobacconist, 
for example, doses himself with borrowed capital until, at the 
margin, his additional receipts only just cover the additional 
interest which he has to pay: multiplying this marginal return 
by the total number of doses of capital and subtracting the result 
from the total produce, he finds that there is a surplus produce 
from his labour. Or a milliner doses the capital of her shop with 
the labour of assistants until her additional receipts only just 
cover her additional wages bill: following the farmer’s and the 
tobacconist’s example, she in turn will be able to show that there 
is a surplus, this time from capital. Marshall warns us that this 
description which he gives of the surplus produce of the land is 
not a full theory of rent; ‘‘ we shall not be ready for that till a 
much later stage.” 3 What may perhaps be said at this stage 
is that an argument that, witch-like, can raise a surplus from land 
or labour or capital at will is suspect; and that, however useful 
it may be for other purposes, it is not likely to help in an inquiry 
into the alleged peculiarity of the rent of land. 

(b) Costs.—Marshall also argues for the surplus character of 
rent by relying upon the theory of costs which he develops in 
Book V; the Book aiming, he tells us, “not so much at the 
attainment of knowledge, as at the power to obtain and arrange 
knowledge with regard to two opposing sets of forces, those which 
impel man to economic efforts and sacrifices, and those which 
hold him back.” * With this admitted interest in the personal 
exertions of human beings, and this belief in their outstanding 
economic importance—that phrase, “efforts and _ sacrifices,” 
1 Pp. 154-5. 


§ H.g. by such different writers as Prof. Cassel and Mr. J. A. Hobson. 
* 2. 106. 4 P. 324. 
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runs like a kind of counter-subject up and down Marshall’s 
great fugue—he is not likely to approach rent impartially. Is 
the rent of land a cost? In the passage where costs and expenses 
are formally discussed, Marshall does not even ask the question : 
we are left to assume that the answer is No, since land and rent 
are not mentioned at all. ‘‘ The exertions of all the different 
kinds of labour that are directly or indirectly involved in making it ; 
together with the abstinences or rather the waitings required for 
saving the capital used in making it: all these efforts and sacrifices 
together will be called the real cost of production of the commodity. 
The sums of money that have to be paid for these efforts and 
sacrifices will be called either its money cost of production, or, for 
shortness, its expenses of production.” 1 The same argument 
omittendo, as it were, may be presumed to hold also of social 
costs which, we are told, include the cost of labour and capital 
but apparently not of land: ‘‘ when considering costs from the 
social point of view . . . then we are concerned with the real 
costs of efforts of various qualities, and with the real cost of 
waiting.” 2 Again, when dealing with prime, supplementary 
and total costs,? Marshall makes no reference whatever to land; 
and a little later, in discussing the stationary state and modifica- 
tions of it, he rids himself of rent by asking us to assume, per 
impossibile, that there is no scarcity of land even where population 
and wealth are growing.‘ 

Thus by the time that land is reached,' it is hardly decent 
any longer to ask if rent is a cost, for Marshall has told us so 
often already that the only costs are the costs of effort and 
waiting. But he tries here ® to enforce assent to this proposition 
by an argument about circular reasoning which is worth noticing. 
Rent, he says, is the ‘‘ excess of the value of the total returns 
which capital and labour applied to land do obtain, over those 
which they would have obtained under circumstances as un- 
favourable as those on the margin of cultivation ’’; the margin 
of cultivation being defined here as “‘ the margin of the profitable 
application of capital and labour to good and bad land alike.” 
Now, ‘the cost of production of the marginal produce can be 
ascertained without reasoning in a circle,” whereas ‘“ the cost of 
production of the other parts cannot.” For, “if the cost of 
production were estimated for parts of the produce which do not 
come from the margin, a charge on account of rent would of 
course need to be entered in this estimate; and if this estimate 


1 Pp, 338-9. 2 P, 350. 3 Pp. 359-61. 
4 P, 368, 5 Chap. X. ¢ Pp. 427-8. 
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were used in an account of the causes which govern the price of 
the produce, then the reasoning would be circular. For that 
which is wholly an effect would be reckoned up as part of the 
cause of those things of which it is an effect.” 

Two comments may be made. First, Marshall’s statement 
that rent is ‘‘ wholly an effect,” though it follows no doubt from 
his other statement that labour and capital are the only costs, 
remains, so far, no more than an assertion. And, second, it is 
difficult to reconcile this fear of circular reasoning, a fear which 
is exhibited by many economists besides Marshall, with belief in 
the central doctrine of economics that values both determine, 
and are determined by, one another, like the positions of balls in a 
bowl ; ! or, as Mitchell puts it, that “ all the prices in a business 
economy are continually influencing one another. To account 
for any one item in the system, one must invoke the whole.” 2 
If all prices are thus mutually interdependent, why should econo- 
mists take fright at circular reasoning of the type described by 
Marshall? If, say, three prices are in question, of course it is 
circular to say that A affects B, B affects C, and C affects A. 
But the argument is faulty, not because it is circular—it is quite 
right as far as it goes—but because it is incomplete; giving only 
three of the six relations, and omitting to say that A also affects 
C, B also affects A and C also affects B. Instead of taking fright, 
ought economists not rather to welcome circular reasoning of 
this type as a tolerably good approach to that multiple reasoning 
which Marshall himself did so much to develop, and by which alone, 
on their own hypothesis, they can hope to deal with prices ? 

The gist of Marshall’s argument about rent in connection with 
costs is to be found in a footnote,—to a paragraph on the incidence 
of a special tax on hops. Discussing whether rent does or does 
not “enter into” the cost of production—Marshall once told 
Edgeworth that it was ‘“‘ wicked ” 4 to say that it does—he says : 
“the ordinary man is offeaded by the old phrase that rent does 
not enter into the price of oats; when he sees that an increase in 
the demand for land for other uses manifests itself in a rise of the 
rental value of all land in the neighbourhood ; leaves less land for 
growing oats; consequently makes it worth while to force larger 
crops of oats out of the remaining oat-land, and thus raises the 
marginal expenses of oats and their price.” Which is true; 
but it would be just as true of any other factor as it is of land. 
If it were asserted that wages, for example, did not enter into 
2 Pp. 818. 2 W. C. Mitchell, Business Cycles, 1927, p. 115. 

3 Pp, 436, n. * Memorials, p. 436. 





























1930] MARSHALL ON RENT 9 


the price of oats, the ordinary man would be similarly offended : 
he would see similarly that an increase in the demand for labour 
for other uses was manifesting itself in a rise of the value of all 
labour in the neighbourhood, leaving less labour free for growing 
oats; consequently making it worth while to force more out of 
the labourers who remained growing oats, thus raising the marginal 
expenses of oats and their price. A rise in wages, as of rent, would 


29 


“serve as a medium through which the growing scarcity ” of 
labour, as of land, would “‘ obtrude itself on his notice ’’; and in 
neither case would it be “‘ worth while to try to force him to go 
behind these symptoms of the change in conditions to the truly 
operative causes.” 

Of course, as Marshall insists, there is no “‘ simple numerical 
relation ’’1 between rent and marginal costs, and of course, 
therefore, Jevons must not be allowed, when pasture land 
yielding £2 per acre has been ploughed up for wheat, to 
debit this simple £2 against the expenses of production of 
wheat.2 But in the course of his debate with Jevons, Marshall 
uses an argument which seems to concede more than the whole 
of Jevons’ case. He begins by reiterating his own familiar 
definition of expenses: the price of wheat will be the ‘“‘ expenses 
of production (wages and profits) of that part of it which only 
just pays its way, that which is produced on the margin of profitable 
expenditure.” And then he adds: “and if for the purposes of 
any particular argument we take together the whole expenses of 
the production of that land, and divide these among the whole 
of the commodity produced; then the rent which we ought to 
count in is not that which the land would pay if used for pro- 
ducing the first commodity, but that which it does pay when 
used for producing the second.” What the “ particular argu- 
ment ’’ may be, Marshall does not tell us: what may be said of 
it is that it uses the phrase “‘ whole expenses’ in a sense opposed 
to the ordinary sense of expenses in the Principles, to include 
rent as well as wages and profit; and it tells Jevons that, while 
he may not debit against wheat the £2 which his land had got for 
pasture, he is free to debit the, perhaps, £4 which it now gets for 
producing wheat. Or, as Marshall puts it a little later, the ‘“ ex- 
penses of production of oats are increased ”—no, not by rent— 
“by the fact that land, which could yield good crops of oats, is in 
great demand for growing other crops that enable it to yield a 
higher rent.” 3 

And when Marshall discusses the industrial, as distinct from 
1 Pp. 436. 2 Pf. 437, n. 3 P. 450. 
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the,agricultural, value of land, he is no more happy in establishing 
s peculiar position for rent. Directing our eyes to the top storey 
of a building, and calling this the margin, he isolates certain 
items of expenditure, calls these the expenses of production, and 
so has no difficulty in preventing anything else, and particularly 
rent, from entering into costs. ‘‘ The expenses of production of 
the things raised on this (top) floor . . . are just covered by their 
price; there is no surplus for the rent of land. The expenses of 
production of manufactures may then be reckoned as those of 
the goods which are made on the margin of building, so as to pay 
no rent for land.” + So far as the argument goes, it would be 
just as proper to concentrate attention on the bottom floor, and 
to argue that the expenses of hiring the land on which it stands 
are so heavy, that they are only just covered by the price of the 
things produced on this bottom floor; ‘‘ there is no surplus for ” 
wages or interest, which thus do not enter into the expenses of 
production. 


3. “ Improvements.” 


If neither Marshall’s margins nor his costs establish any 
peculiarity for rent, what light is thrown on the question by his 
treatment of ‘‘ improvements ’’—capital and labour sunk in the 
land ? 

In the first of the two chapters on the fertility of land, Marshall 
says that ‘‘ the area of the earth is fixed: the geometric relations 
in which any particular part of it stands to other parts are fixed. 
Man has no control over them.” 2 But before the reader’s 
thoughts have time to wander to Dutch reclamations or Sicilian 
terrace-building, he finds from the next page that, however it 
may be with geometric relations, fertility at any rate can be 
brought under man’s control. Man “can by sufficient labour 
make almost any land bear large crops.”’ Indeed, “the greater 
part of the soil in old countries owes much of its character to 
human action; all that lies just below the surface has in it a 
large element of capital, the produce of man’s past labour.’’® 

1 P. 448. Cp. p. 339, n., where Marshall says that the expenses of production 
of any amount of a raw commodity ‘‘ may best be estimated ” with reference to 
the margin of production at which no rentis paid. It is curious that there should 
be no agreement yet among economists whether all units of a thing in a given 
period are equally marginal (“‘ the margin of the profitable application of capital 
and labour to good and bad lavica alike,” p. 427; ‘‘ every ounce of bread we eat 
is as marginal as any other,’’ Cannan, Wealth, 3rd ed., p. 112), or whether 
margins are a matter of no-rent fields, top storeys (Principles, pp. 448, 450), 


“* inefficient ’’ workers (p. 705) and “‘ weak ” producers (p. 808, n. 2). 
2 P. 145, + Pp. 147. 
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Some of the properties of land are original, in short, and som: 
artificial; but instead of developing the distinction between them & 
Marshall plunges at once into a digression. ‘“‘ The question how 
far the fertility of any soil is due to the original properties given 
to it by nature, and how far to the changes in it made by man, 
cannot be fully discussed without taking account of the kind of 
produce raised from it’; 1 and he goes on to speak of forest trees 
and grass and cereals and vegetables. Ought it not to be said, 
rather, that even the fullest discussion of the origins of a thing 
should not admit any discussion of its many possible destinations 
—that the question, What do the properties of this piece of land 
owe to nature and what to man? has nothing whatever to do 
with the question, What is this land usedfor? Of course “‘ human 
agency can do much more to promote the growth of some crops 
than of others,’ but what connection is there, in theory or fact, 
between the amount of labour which goes into a particular crop 
and the amount of labour which has gone into the particular soil 
on which the crop is growing? Of the various kinds of produce, 
vegetables may ‘“‘owe most to man’s labour,’ but they are 
not necessarily grown on the most man-made soil; and at the 
other end of the scale, Marshall’s favourite forest trees, which 
have “very little to gain from man’s aid,” are often found on 
soils which without man’s aid would not have been in existence 
at all. 

Man “‘ works on,” 2? however—at crops still, not soils—until 
returns diminish and surplus produce arises. This surplus 
produce, we are warned, is not rent, but it may become rent under 
certain conditions. ‘‘ The full rent of a farm in an old country is 
made up of three elements: the first being due to the value of 
the soil as it was made by nature; the second to improvements 
made in it by man; and the third, which is often the most im- 
portant of all, to the growth of a dense and rich population, and 
to facilities of communication by public roads, railroads, etc.” % 
Of these three elements—value due to natural properties, value 
due to improvements, and public value (as he calls it later 4)— 
the third is irrelevant to our present purpose, for it operates 
independently of the other two: if population is growing in a 
district, it does not matter how far the properties of the land are 
due to nature and how far to man; their public value will be 
enhanced indifferently. Our concern is with the first two only, 
and with the distinction between them. Marshall adopts a 
curiously non possumus attitude to the whole affair. In old 

1 Pp, 148. 2 Pp. 149. 3 Pp. 156. 4 P. 433. 
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countries, he says ‘‘ the results of some of man’s work are for 
good and evil fixed in the land, and cannot be distinguished from 
those of nature’s work : the line of division is blurred, and must 
be drawn more or less arbitrarily.” 1 He admits later that there 
is ‘‘ some interest ’’ 2 in trying to distinguish between the two, 
but he only mentions one attempt—the argument, associated 
principally with Carey, that the expense of bringing land from its 
original to its present condition would exceed the whole value it 
has now, and that therefore all of its value is due to labour. 
Marshall, of course, has no difficulty in refuting this argument. 
As he says, the value of land in a well-peopled district is generally 
much greater than the expenses, so far as they can be properly 
charged to agricultural account, of bringing the land from its 
original to its present condition. But, in the course of the single 
paragraph which he devotes to the argument, he proves much too 
much. Where an improvement has been made, he contends 
that “ the aggregate value of the extra produce which has, from 
first to last, been attributable ” to it must be deducted from the 
expenses of that improvement. From first to last? If the 
aggregate value of all extra produce attributable to an improve- 
ment had to be debited against its expenses, many improvements, 
probably most, would be found to have cost considerably less 
than nothing. What negative sum would the net expenses of 
the Bedford Level, for example, amount to, if even a small part 
of the value of the extra produce attributable to it since the 
seventeenth century had to be taken into the reckoning ? 

The most definite expression of opinion which Marshall allows 
himself on the distinction between nature and improvements 
is a by-product, as it were, of his belief in the paramount economic 
importance of human exertions. If we exclude public value, 
and confine ourselves to the extra income derived from improve- 
ments, then, he says, “ the whole ”’ of that extra income is required 
as a rule, even in an old country, to remunerate the individual 
owner for his efforts and sacrifices.4 ‘‘ For periods which are 
long in comparison with the time needed to make improvements 
of any kind, and bring them into full operation, the net incomes 
derived from them are but the price required to be paid for the 
efforts and sacrifices of those who make them.” ® He develops 
the point further in an Appendix :* “ For long periods, that is, 
in all the more important problems of economic science . . . there 
is no distinction between immediate outlay and total outlay. 
And in the long run the earnings of each agent are, as a rule, 
1P. 156. 2 P. 634. 3 P. 634. 4 Pp. 426. 5 Ibid. 6 Pp. 832. 
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sufficient only to recompense at their marginal rates the sum total 
of the efforts and sacrifices required to produce them.” What of 
land? This thesis “‘ applies in a sense to land which has been but 
recently taken up; and possibly it might apply to much land in 
old countries, if we could trace its records back to their earliest 
origins. But the attempt would raise controversial questions in 
history and ethics, as well as.in economics; and the aims of our 
present inquiry are prospective rather than retrospective.” So 
the attempt is not made. It is to be observed, however, that it 
is not any sense of economic unfitness in the argument which holds 
Marshall back from this pursuit of efforts and sacrifices down the 
ages—the blood and tears of a Roman slave or a manorial villein, 
if only we could trace them, would apparently be just as relevant 
as the efforts and sacrifices of a twentieth-century farm-labourer— 
but mere paucity of data and a mere desire not to become 
embroiled in controversy. 

It is here that the principal weakness of Marshall’s position 
lies. He believed in the lasting importance of efforts and sacrifices 
applied to land. He also believed in the lease system of land 
tenure, especially in the English system, to which in one place 
he devoted a remarkable eulogy, maintaining that “ the line of 
division between the tenant’s and the landlord’s share coincides 
with the deepest and most important line of cleavage in economic 
theory,” and ascribing the merits of English economists largely 
to familiarity with the system. It is strange that he never, in 
the whole course of the Principles, forced his two beliefs together 
and asked: if efforts and sacrifices are so important, especially 
in long periods, how is it that tenants with comparatively short 
leases are willing to undergo efforts and sacrifices, the permanent 
benefit of which will accrue, not to themselves but to their land- 
lords?) Why do tenants on leases of 33 years or 25 or even 
only 19—a common term in Scotland—sink money irretrievably 
in the land? Of possible answers there is one, suggested by 
Walker and others, which it might be thought would have been 
of special interest to Marshall :—that the cost of improvements 
in land should be estimated on the principles of terminable 
annuities; that tenants sink £1,000 of their own in an improve- 
ment, not because they expect a return from it at the standard 

1 P. 636. “This fact ’’—the alleged coincidence of cleavage—‘ perhaps 
more than any other was the cause of the ascendancy of English economic theory 
early in this century; it helped English economists to pioneer the way so far 


ahead, that even in our own generation .. . nearly all the new constructive 
ideas are found to be but developments of others which were latent in the older 


English work.” 
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rate of 4 per cent. or 5 per cent. in perpetuity—on the contrary, 
they know they are due to relinquish the farm and its improve- 
ment in a few years’ time—but because, during the limited term 
of their tenancy, they expect a return substantially higher than 
the standard; like annuitants, they expect to receive, say, 8 per 
cent. for a limited term and to forfeit any claim to the principal. 
This would help to explain how, in Walker’s words, “ there are 
few classes of improvements known to agriculture which a tenant 
for 33 years will not make at his own expense, notwithstanding 
the certainty that he will cease to enjoy the benefit of them at the 
expiry of his lease.” 1 

On this interpretation Marshall’s efforts and sacrifices would 
retain their importance, but only for a limited time. As soon as 
the men who had made the efforts had died or, short of death, 
had had their efforts paid for on the principle of annuities, and 
as soon as the capital had been similarly brought to death, or 
amortised, then the improvements made in land by man would 
be indistinguishable, for purposes of value, from the virtues 
implanted in it by nature. After a time the efforts and sacrifices, 
to which the improvement was admittedly due, would have no 
place whatever in the reckoning; and ,the land would have value, 
not because there were efforts and sacrifices in it—by hypothesis 
these were already paid for—but because, as the text-books say, 
land is (a) useful and (b) scarce. 

But Marshall adhered to his belief in the abiding economic 
merits of efforts and sacrifices, and he combined with this a belief 
in the importance of the ‘“‘ element of Time ” as “ the centre of 
the chief difficulty of almost every economic problem.” ? It is 
this second tenet especially which he elaborated into the theory 
of quasi-rent. 


4. Quasi-rent. 


In short periods, Marshall says, the income from appliances 
has ‘‘ something of the nature of a rent.” It is partly a mere 
question of definition : in short periods the income from appliances 
is “a surplus of total receipts over prime cost’; and if prime 
cost for short periods is defined so narrowly as to include only the 
bare “ cost for raw materials, labour and wear-and-tear of plant, 
which is immediately and directly involved by getting a little 
further use out of appliances which are not fully employed ” 4— 
excluding, for example, all standing charges for fixed plant and 


1 F. A. Walker, Political Economy, 3rd ed., p. 399. 
2 Pref., p. vii. 2 PST. 4 Pp. 374-5. 
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‘ 


all salaries of the ‘“‘ upper” employees '—it naturally follows 
that any receipts over and above this prime cost are “ surplus ”’ ; 
and since by hypothesis rent is also a surplus of some kind, it can 
be said that the income of appliances in short periods has “ some- 
thing of the nature of a rent.” 

But the main reason why the incomes of appliances in short 
periods are described as quasi-rents is that supply has not time 
to be fully adapted to demand; “on the one hand, there is not 
time materially to increase those appliances if the supply of them 
is deficient ; and on the other, if the supply is excessive, some of 
them must remain imperfectly employed. . . . Variations in 
the particular income derived from them do not for the time 
affect perceptibly the supply.” 2 What calls for observation is 
the importance which Marshall here seems to assign, in short 
periods, to maladjustment between supply and demand. The 
short period seems to be a thing of misfits and embarrassments ; 
of “‘ slack ” trade with works “ not fully employed ” *; of supply 
either “excessive ”’ or “ deficient,” but never right. In the 
illustration of quasi-rent given in the Economics of Industry, 
demand is an “exceptional”? demand for a particular fabric 
caused by a ‘“‘sudden’’ movement of fashion; the “ special ” 
machinery required for making it yields for a time a quasi-rent 
“sreater than normal profits on the original investment ”’; 
afterwards demand is “ less than had been expected,”’ and quasi- 
rent is “less than normal profits’; throughout, the relations of 
demand and supply are “ more or less accidental.”’ 4 

This uneasy jumpiness which characterises short periods 
might perhaps be expected to disappear in long periods. And so 
it does: in long periods supply can adjust itself to demand; 
** all investments of capital and effort in providing the material 
plant and the organisation of a business, and in acquiring trade 
knowledge and specialised ability, have time to be adjusted to the 
incomes which are expected to be earned by them; and the 
estimates of those incomes therefore directly govern supply, and 
are the true long-period normal supply price of the commodities 
produced.” § 

It could be plausibly argued that the case should rather be 
stated the other way: that in short periods—apart from ex- 
ceptional circumstances, such as the classical stand-by of a king’s 
death and the sudden demand for black cloth—supply and 
demand are likely to fit better and not less well than in long 


1 P. 360. 2 Pp. 376-7. ® P. 360. 
« Economica of Industry, App. C, pp. 426-7. 5 P, 377. 
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periods; that in short periods estimates are likely to be fairly 
accurate, whereas “‘ the longer the run,” in Devas’ words which 
Marshall quotes,! “‘the more hopeless the rectification.” But 
there is no need to elaborate the argument, for this is precisely 
the argument which Marshall himself uses thirty pages later. 
The “central doctrine’ about marginal costs in relation to 
values is that “‘ that which is rightly regarded as interest on 
‘free’ or ‘ floating ’ capital, or on new investments of capital, is 
more properly treated as a sort of rent—a Quasi-rent—on old 
investments of capital.” 2 Why? Apparently because now, for 
present purposes, the short period is Jess jumpy than the long; 
there is less maladjustment between supply and demand. If 
a producer invests in material or labour that is “soon” 
embodied in some saleable product, ‘the sale replenishes his 
fluid capital,” ? and the terms interest and profits can be directly 
applied. But in long periods supply and demand may not fit 
so nicely: if the producer invests “in land, or in a durable 
building or machine, the return which he gets from his investment 
may vary widely from his expectation. It will be governed by 
the market for his products, which may change its character 
largely through new inventions, changes in fashion, etc., during 
the life of a machine, to say nothing of the perpetual life of land.” 5 
We may not speak of interest and profits any longer, but only of 
quasi-rents and rents. 

Thus Marshall seems in one context to regard maladjustments 
as belonging peculiarly to short periods, in another to regard them 
as belonging peculiarly to long. The second of these two views is 
particularly evident in the paragraph in which he summarises his 
central doctrine about quasi-rent. “So long as capital is ‘ free,’ 
and the sum of money or general purchasing power over which it 
gives command is known, the net money income, expécted to be 
derived from it, can be represented at once as bearing a given 
ratio (four or five or ten per cent.) to that sum.” (The term interest 
is properly applicable.) “‘ But when the free capital has been 
invested in a particular thing, its money value cannot as a rule 
be ascertained except by capitalising the net income which it 
will yield; and therefore (sic) the causes which govern it are 
likely to be akin in a greater or less degree to those which govern 
rents.” Except on some such assumption as “ much maladjust- 
ment, quasi-rent; little maladjustment, quasi-interest,” how can 
this reasoning be regarded as other than a non sequitur? Because 


1 Pf, 380, n. 2 Pp. 412. 3 Pp. 411. 
4 Ibid., margin. 5 Ibid. 6 Pp. 412. 
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we use a particular method of ascertaining the money value of a 
thing—capitalising the net incomes expected from it—how does 
it follow that the causes which govern it are akin to those which 
govern rents? I have £100 “free” capital and I “‘ expect” 
to derive £5 a year from it. The two sums of money are a ratio, 
and Marshall allows me to speak of interest at 5 per cent. When 
I have invested my free capital, the net income it yields may still 
be £5, and I may capitalise this at, say, twenty years’ purchase. 
Can I still regard this as interest at 5 per cent.? No: the method 
of ascertaining the income is different: “therefore ”’ the causes 
which govern the income are likely to be different. 

Maladjustments similarly seem to be part and parcel of the 
parable of the meteoric stones. At one extreme, when the stones 
are durable and the total supply is fixed, “‘ changes ”’ in the pro- 
cesses of production or of demand might cause the income from 
the stones to become “ twice as great or only half as great” as 
the purchaser had expected.4 At the other extreme, when the 
stones are brittle and new stones are easily obtainable, ‘“‘ varia- 
tions ’” in demand would have but little influence on their price, 
and the income from them, allowance being made for wear and 
tear, would always “adhere closely ’”’ to interest on cost of pro- 
duction.2. Intermediately, supposing the stones to last fairly 
long and new supplies to be obtainable with fair difficulty, the 
income from them “ might temporarily diverge some way ” from 
interest or profits on their cost: “ changes ” in the urgency and 
volume of their possible uses might have caused the value of their 
marginal services “‘ to rise or fall a great deal.” ‘ And if this rise 
or fall, arising from variations in demand, and not from variations 
in the cost of the stones, is likely to be great during the period of 
any particular enterprise, or any particular problem of value that 
is under discussion; then for that discussion the income yielded 
by the stones is to be regarded as more nearly akin to a rent than to 
interest on the cost of producing the stones.” ® 

Suppose that we cannot bring ourselves to give maladjust- 
ments this pride of place—and we have additional reason for 
hesitation when we recall the two opposing arguments which 
Marshall himself used about the relative importance of maladjust- 
ments in the short and the long period, and how they seemed to 
cancel each other out; suppose that, while we admit a large 
measure of maladjustment in all economic affairs, we are not 
persuaded to call incomes by different names because the malad- 


1 Pp, 416. 2 P, 418, 8 Pp, 419-20. Italics mine. 
No. 157.—VoL. XL. © 
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justments affecting them may differ in magnitude; what remains 
in the doctrine of quasi-rent ? 

First, there is the dogma, to which Lauderdale perhaps first 
gave unequivocal expression, that while all values come from the 
interplay of demand and a limited supply, some values are more 
markedly affected by supply and some more markedly by demand. 
When things wear out quickly and are produced easily, that is, 
when new supplies are a large proportion of the whole, then the 
supply blade of Marshall’s pair of scissors will be the blade that 
seems to do the cutting, and the incomes from these things will 
“adhere closely ” to interest on their cost of production. On the 
other hand, when things are produced with great difficulty, that 
is, when new supplies are only a trifling proportion of the whole, 
then the demand blade will seem to do the cutting. But the 
incomes from these things also may quite well “ adhere closely,”’ 
like the others, to interest on the costs of such new supplies as 
may be forthcoming, and there is no reason why variations in 
demand should be expected to become great, or to spirit values 
away from all contact with costs. The value of new reclaimed 
land, for example, is settled mainly from the demand side, 
but it may also adhere quite closely to interest on the cost of 
producing it. 

But besides this elderly and familiar dogma that some values 
are mainly supply-made and some mainly demand-made—and 
the essence of it is not the newness of some things compared with 
the oldness of others, but the proportion which incoming supplies 
bear to the whole—quasi-rent also gives shelter to two ideas 
which are more questionable; the one concerning time, the other 
concerning costs. Just as “the element of Time. . . is itself 
continuous,”’ so, Marshall holds, “‘ there is no sharp line of division 
between floating capital and that which has been ‘sunk’ for a 
special branch of production, nor between new and old invest- 
ments of capital; each group shades into the other gradually.” 
Should it not rather be said that the distinction between free 
or floating capital on the one hand—free to be invested or spent 
in any other conceivable way—and all investments, new or old, 
on the other hand, so far from being a gradual shading, is one of 
the sharpest and cleanest distinction in economics? What was 
once £100 free capital is, when invested, something utterly 
different—£100 worth of land or ships or a mattress factory; the 
worth being commonly estimated, as Marshall says, by capitalising 
the incomes expected. And the age of the investment does not 

1 Pref., p. viii, repeated p. 412. 
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affect the sharpness of this particular distinction : an investment 
made yesterday is no more free capital, nor is it any nearer shading 
into free capital, than an investment made fifty years ago. Malad- 
justments and mischances occur, of course, but these depend 
more on the character of the investment than its age: what in 
1900 was £100 worth of land or ships may be worth less or more 
now, but equally what was yesterday £100 worth of a new factory 
for Sink-not Mattresses, Ltd., may have jumped twenty points 
either way in the night. 

There remains the relation of quasi-rent to costs. This has 
always caused trouble, and Marshall devoted a footnote to the 
“many misconceptions’ which even ‘able economists”? had 
shown about it. Quasi-rent, he says there, is “ no part of cost 
under any conditions,” but ‘‘ the confident expectation of coming 
quasi-rents is a necessary condition for the investments of capital 
in machinery, and for the incurring of supplementary costs 
generally.” Obviously a manufacturer will not install a machine 
at all unless he “‘ expects ” fairly “ confidently ” that he will get 
something out of it. But no less obviously the mark of this 
confident expectation is that it operates most powerfully of all 
when a machine is new, and that is decreases in intensity as the 
machine ages. All early incomes from a machine are commonly 
regarded as very necessary profit indeed; whereas later on, when 
costs have been recovered, if the machine is still working, any 
income from it can be regarded as unnecessary, if none the less 
welcome, profit. Not so Marshall: in short periods the income 
from machines is ‘“‘ correctly described as unnecessary profit ”’— 
because of the particular line he has chosen to draw between 
prime and supplementary costs. In prime costs, as Marshall 
defines them, we are not allowed to include any standing charges 
for durable plant, least of all in short periods :? if a piece of 
durable plant is “‘ already made and waiting for its work,” any 
return it may get is, by definition, a surplus over prime cost, and 
so unnecessary profit. Manufacturers all the world over may 
“‘ confidently expect ” short-period income—indeed, it may be a 
“ necessary condition’ of their investing in machines at all— 
but, for purposes of economic theory, this income is to be regarded 
as a “surplus,” bearing “enough resemblance to that excess 
value of the produce of land over the direct cost of raising it, 


1 Pp, 424, n. 

2 P. 360. Cp. p. 420: should not the sentence in the margin (a favourite 
with examiners) be inverted—‘ supplementary costs relatively to short periods 
become prime costs relatively to long” ? 


C2 











20 THE ECONOMIC JOURNAL [MARCH 


which is the basis of rent as ordinarily understood, to justify us 
in calling it a quasi-rent.” 1 

There is the same fundamental weakness here as in Marshall’s 
attitude to ‘‘ improvements,” and it has the same origin—his 
attempt to drive both his “ element of Time ” and his “ efforts 
and sacrifices ” in double harness down the whole of the economic 
course. Sometimes time seems to be making the pace, as in 
quasi-rent; sometimes efforts and sacrifices, as in “‘ improve- 
ments’; but neither is allowed to fall out of the running. It 
could be argued, and with reason, that efforts and sacrifices ought 
to fall out after a time; that while time itself may be “ con- 
tinuous,” with short periods shading ‘“‘ by imperceptible grada- 
tions ’’ into long, efforts, on the other hand, are essentially dis- 
continuous; that the importance of any particular bit of effort 
is quite short-lived and ceases, not by an imperceptible gradation, 
but quite suddenly, as soon as the effort in question is paid for 
or the effort-maker dead. Senior put the same point when he 
said that ‘for all useful purposes the distinction of profits from 
rent ceases as soon as the capital from which a given revenue 
arises has become. . . the property of a person to whose ab- 
stinence and exertions it did not owe its creation.” ? But none of 
this would have fitted in with Marshall’s main thesis. So far 
from letting efforts and sacrifices perish, he tried, as we have seen, 
to give them an indefinitely long economic life, with an inde- 
finitely long claim to earnings; arguing indeed that the longer the 
run, the more likely was it that the earnings of an agent would be 
found to recompense, and to do no more than recompense, the 
efforts that had gone to produce it; and that, excluding “ public ” 
value, this was broadly true even of land.® 


If this account of Marshall’s views on rent is substantially 
right, some conclusions follow which may perhaps be put in this 
form :— 


First, that efforts and sacrifices—granted that they are germane 
to economics at all—are of interest for only a limited time. Many 
improvements remain in being long after the efforts and sacri- 
fices to which they were originally due have had their full earnings : 


1 Economics of Industry, p. 427. 

® Apud., p. 432, n. Marshall dismisses it as a suggestion, not worked out; 
though Senior “‘ seemed almost on the point of perceiving that the key of the 
difficulty was held by the element of time.” 

® Esp. pp. 427 and 832. 
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payment for these improvements, when once these efforts and 
sacrifices have been paid for, is indistinguishable from payment 
for original and indestructible powers. Thus, if a landlord is 
entitled to demand payment for original and indestructible powers, 
he is equally entitled to demand payment for improvements 
which others have made, provided that sufficient time has 
elapsed for the others to recover the cost of their efforts and 
sacrifices. 

Second, that the various incomes from appliances do not 
shade into one another gradually, but that on the one hand there 
is a sharp distinction between all free capital and all investments 
or embodiments of capital, as Marshall calls them; and on the 
other hand there is a distinction, not so sharp but quite definable, 
between the incomes from those investments which have, and 
those which have not, efforts and sacrifices still to be paid for. 

Third, that rent or payment for land is substantially like other 
payments for things which are both useful.and scarce. By 
simple arithmetic rent can be made a surplus in receipts over 
capital-and-labour expenses, just as wages could be made a 
surplus in receipts over capital-and-land expenses. But where 
property in land is recognised, and where renting is adopted as 
the means of distributing what is scarce, rent is not a surplus over 
total costs; land is not commonly available without paying for 
it, any more than labour or capital. Just as wages and interest 
determine, and are also determined by, the prices of things made 
with the help of labour and capital, so with rent: rent is paid in 
part because corn is high, but also corn is high in part because 
rent is paid. 

Fourth, there remain, and of prime importance, those sur- 
pluses in some things over other things which have long interested 
both theorists and men of affairs—a surplus in the receipts of 
some landlords over their capital-and-labour costs, a surplus in 
the receipts of some tenants over their capital-and-labour-and- 
land costs, an excess in the profits of some business men over their 
own profits at a previous datum-line, an excess in the incomes of 
some barristers and some jockeys over other barristers and 
jockeys in a given period. They can be called by various 
names—surpluses, excesses, differences, differentials or almost 
any other name except, perhaps, one: a surplus of this kind 
should not be called like the rent of land, for normally the rent 
of land is not like that. 


1 P, 623. 
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The task of examining a doctrine is only partly done when 
reasons have been given for agreeing or disagreeing with it. Of 
equal importance, and usually greater difficulty, is the attempt to 
explain why great economists held the views they did hold: 
why, for example, the ablest minds in Europe believed for so long 
in the prohibition of usury or why English economists for two- 
thirds of a century were dominated by the wages fund.! The 
explanation about Marshall and rent is singularly easy to point 
to: it lies in the Ricardian age, and particularly in the contrast 
which impressed the classical economists between the com- 
parative fixity of land and the fluidity of capital, and still more, 
perhaps, of labour at a time when the proportion of children to 
the total population was exceptionally large.2 Even at the end 
of the century Marshall was so deeply impressed that he frequently 
drew distinctions between old-world economics and new-world 
economics, and he sometimes used language about the fixity of 
land which otherwise would be very difficult to justify. In an 
old country, he says, “‘ the supply of land is fixed,’’ whereas “ the 
supply of machines may be increased without limit ”’;* land 
‘does not share the reflex influences . . . which a high rate of 
earnings exerts on the supply of other agents of production ”’ ; 4 
* the stock of land (in an old country) at any time is the stock for 
all time ”;* and he even tries to sharpen the contrast by the 
expedient of comparing a stock with a flow: ‘land in an old 
country is approximately (and in some cases absolutely) a perma- 
nent and fixed stock, while appliances made by man,’’ including 
improvement in land, “ are a flow capable of being increased or 
diminished ”’ according to variations in demand.® 

Apart from a general explanation such as this, which lies in 
the history of economic thought, there were certain qualities in 
Marshall himself which would have disposed him to believe in 
rent. He was loyal to tradition, and he was kindly and generous, 
especially to the classical economists: ‘if cross-examined,” 
they ‘‘ would have explained away the misleading suggestions ” 
of the wages fund; ” the distinctions which they and others drew 
between the words productive and unproductive were “ very 


1 This is perhaps a defect in Prof. Cannan’s incomparable Theories of 
Production and Distribution. Has anyone ever risen from reading it without 
feeling that all economists from 1776 to 1848 must have been not silly merely, but 
almost imbecile ? 

2 As, e.g., Mr. Griffith and Miss Buer have shown. 

* Pp. 411-2. 4 P. 535. 5 P. 536. 

6 Pp. 431-2. Cp. p. 545, about stock v. flow in the wages fund doctrine, 

7 P. 545. 
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thin,” but they ought to be allowed to ‘“‘ dwindle gradually out of 
use, rather than be suddenly discarded ’ 1; Adam Smith, instead 
of holding contradictory views about rent, as most people thought, 
simply “ anticipated in one part of his writings truths which in 
other parts he has seemed to deny’’;? Ricardo, as Roscher 
suggested, should be “ rewritten ” to suit changed cases;* he 
and his followers were “ rightly guided by their intuitions ’’ when 
they “silently determined ’” that problems of supply were the 
most important. In contrast with Marshall’s own attitude, 
Jevons was often ‘‘ harsh ” and “ combative,’’ 5 and Prof. Cannan 
“acute,” but “too severe.” ® And along with this loyalty to 
tradition, and especially English tradition, Marshall’s large nature 
possessed in a peculiar degree what George Eliot called the 
hospitality of the human mind—always ready to welcome ideas 
and loath to dismiss them; delighting in “likeness amid un- 
likeness,” 7 in ‘‘ the Many in the One and the One in the Many ” 8; 
above all in that “ principle of continuity ” and those “ applica- 
tions” of it which he regarded as the special characteristics of 
his book—continuity running through the various kinds of motive, 
of value, of conduct, of income.® In the original Preface he had 
also emphasised continuity in the use of terms and in the develop- 
ment of economic thought; and though the paragraphs were 
afterwards omitted from some editions, Marshall’s mind about the 
substance seems to have undergone little change. Because nature 
was complex, he had an almost passionate suspicion of simplicity 
in thought or expression : “in this world every plain and simple 
doctrine as to the relations between cost of production, demand and 
value is necessarily false ; and the greater the appearance of lucidity 
which is given to it by skilful exposition ’’—especially, perhaps, in 
short sentences 1°—‘“‘ the more mischievous it is.” 14 It was not 
surprising that he himself should have made so much out of the 
prefix quasi. 

Finally, Marshall was deeply impressed—and what healthy 
person is not?—by the social and moral implications of the 
comparative fixity of the supply of land. Like many economists, 
he persisted in describing the gifts of nature as free, though 
everyone knows that they usually have prices; like many re- 
formers throughout history, he lamented the ‘‘ spread of modern 
notions ” which sent people from the country into the towns; he 


1 P. 67, n. 2 P, 439, n. 3 P. 163, n. 4 Pp, 525. 5 P, 820, n. 2. 
¢ P. $37, n.. 2. 7 Pp. 431. © PB. 097. ® Pref., p. vi. ff. Cp. p. 660. 
10 P, 816, on Ricardo’s ‘‘ bad habit.”’ 

11 P, 368. 12 H.g., pp. 74, 78, 138. 13 P, 684. 
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was enthusiastic about small-holdings!; and almost the only 
formal and advertised departure which he made from the 
theoretical plan of the Principles was to discuss the “ heavy and 
many-sided responsibilities ’’ which statesmen have in relation 
to land.? 

It is for these practical reasons, no less than the theoretical, 
that economists should try to reach some sort of agreement 
about rent. Is the Marshallian doctrine substantially right or 
wrong? If wrong, should it be discarded or allowed, Marshall- 
wise, to “‘ dwindle ” away ? Choice of some kind is desirable : people 
who, as Newman said,° “‘ can hold the balance between opposites 
so skilfully as to do without fulcrum or beam, who never enunciate 
a truth without guarding themselves against being supposed to 
exclude the contradictory,’ may pass for “ sound,” but they do 
scant service to economics. 


1 P, 654, n. 2. 3 P. 802. ® Apologia, Chap. III. 
F. W. OaILviz 


University of Edinburgh, 
September 1929. 

















ADAM SMITH AND THE DYNAMIC STATE 


I 


WirH singular felicity Sir Charles Lucas opens the new Cam- 
bridge History of the British Empire with a quotation from the 
Third Book of the Wealth of Nations. The Third Book would 
hardly find a place in a modern Principles of Economics; yet 
without it the assault on mercantilism, which occupies Book IV, 
and which for over a century tied political economy to free trade, 
would be mere logomachy. Adam Smith’s thesis in Book III 
is simple. There are two sorts of advancement, the natural and 
the artificial; the natural from agriculture to manufacture and 
to foreign commerce last of all; the artificial from foreign com- 
merce and manufacture to agriculture. The one, as he sees it, is 
the path which North America is taking, the other the path 
which all Europe has taken up to the present. As though play- 
ing with his readers he builds up the case for the natural course, 
only to turn round in the pregnant words, “It is thus that through 
the greater part of Europe the commerce and manufacture of 
cities, instead of being the effect, have been the cause and occasion 
of the improvement of the country” (Ed. Cannan, I. 390). 
History compels him to this conclusion; yet at least he must 
allow himself to tell the social cost—no free proprietors to cultivate 
by happy industry the land they own and know, but primo- 
geniture, entails, land monopoly and landlordism. What a Bol- 
shevik this Scotsman is! But in the next paragraph comes the 
Charter of Empire, which Sir Charles Lucas selects for his opening. 


“England, on account of the natural fertility of the soil, 
of the great extent of the sea-coast in proportion to that of 
the whole country, and of the many navigable rivers which 
run through it, and afford the conveniency of water carriage 
to some of the most inland parts of it, is perhaps as well 
fitted by nature as any large country in Europe to be the 
seat of foreign commerce, of manufactures for distant sale, 
and of all the improvements which these can occasion ”’ 
(I. 391), 


A country this whose future is on the water. A country of inland 
ship canals, an emporium of world trade, a maker of cotton shirts 
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for Indian backs, rich in city mansions and country estates 
begotten by the profits of foreign trade! And Nature has no 
great quarrel either. ‘‘ Perhaps as well fitted by nature as 
any ’’—a folly, certainly, but a folly as worth while as anything 
ever in this pretentious world. This is Book III, but the truth 
of empire haunts him to the end; and he closes the final Book V 
saying, Let England throw over empire, if she dare, and “ en- 
deavour to accommodate her future views and designs to the 
real mediocrity of her circumstances”’ (II. 433). The least of 
little Englanders could not take up such a challenge. All that 
they could do—and they did it for the best part of a century— 
was to forget their Adam Smith. 

There is in Book III a curious thought which one hardly 
knows whether to call a repeated superstition or a genuine belief. 
After discussing the slow progress of agriculture since the time 
of Elizabeth, despite the encouragement given to it by the State, 
he observes, ‘‘ It is now more than two hundred years since the 
beginning of the reign of Elizabeth, a period as long as the course 
of human prosperity usually endures” (I. 392). Why two 
hundred years? Is this anything more than medieval astrology, 
deriving perhaps from Babylon? But the notion indicates his 
view of society. Society progresses, but the torch is passed from 
one nation to another (Machiavelli in his Discourses talks this 
way). Some nations are young and poor, but “evidently 
improving ’—his own country of Scotland. Others are rich and 
advancing more rapidly—the sister kingdom of England. Others 
though rich are slipping backwards—France, perhaps (I. 92-3). 
As for the East; China, ‘‘ one of the richest, that is, one of the 
most fertile, best cultivated, most industrious, and most populous 
countries in the world ” (I. 73), has long been stationary. India, 
under the domineering oppression of the East India Company, 
finds the funds for the maintenance of its labour ‘‘ fast decaying ”’ 
(I. 75). Both have reached and passed their full complement of 
riches. It would seem that Adam Smith was a fatalist about 
nations, and yet, as to individuals, sceptical of the natural 
differences between one man and another, and altogether hostile 
to the view that slavery at any time or in any place is economic- 
ally advantageous. Upon the former he says, “‘ The difference 
of natural talents in different men is, in reality, much less than 
we are aware of ” (I. 17). Upon the latter, “‘ The experience of 
all ages and nations, I believe, demonstrates that the work done 
by slaves, though it appears to cost only their maintenance, is 
in the end the dearest of any ” (I. 365). His is a doctrine of 
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hope for the individual and doom for the nation. But for island 
Britain, was there not a way of escape in Empire? He bars 
this way too. ‘‘ Though empires, like all the other works of 
men, have all hitherto proved mortal, yet every empire aims at 
immortality ” (II. 314). He pronounces the doom in a sub- 
ordinate sentence, as if it were something that called for no 
proof. He is determined that the group shall not inherit the 
earth. For groups of the company order, of course he had no 
love; for nations and empires, not much. He scolded ordinary 
men for their overweening conceit in their abilities, their absurd 
presumption in their good fortune (I. 109), but this was not to 
exalt the State at their expense. To the nation he allowed two 
hundred years of prosperity, to an empire the hope of immor- 
tality with the certainty of death. To him, indeed, the enduring 
reality ‘was not the patriot State, but the individuals in the 
population from A to Z. He was blind to the England of Shake- 
speare’s delight, the mythical entity which we address as She. 
Thinking thus of nation and state he bent himself to a policy 
of opulence, of plenty for all rather than of power wielded by 
some, perhaps by one. It would be false to say that he missed 
the distinction between riches and power. ‘The riches, and so 
far as power depends upon riches . . .” (I. 351), he writes in 
one place; and to repeat it for the thousandth time, he con- 
ceded that defence ‘‘is of much more importance than opulence ”’ 
(I. 429). Nevertheless, a system of national economy, such as 
Friedrich List expounded, could have no appeal for him. This 
would be to follow false gods, as impious as putting production 
before consumption in the purpose of political economy. Power 
and production are means to the end, to the well-being of those 
who compose the nation. 

If we derived our Adam Smith from excerpt, we might at 
this point build a fantasy. An economics of opulence is static; 
an economics of power dynamic. The one exists to consume, 
accepting the travail of the nation as the order of God; the 
other struggles for life, consuming that it may produce the more 
and thus rise to heroic stature. The one is of Adam Smith; 
the other is of List and the numerous band before or after him 
who thought as he did. But this is to miss Adam Smith’s key 
to himself. His prodigious feat was to take over a theory of 
dynamic growth from the panoply of force and apply it to well- 
being. Before him power was dynamic, driven home by sword 
and shot. He taught the nations to find it in the peaceful act 
of getting a living, in the making of pins and watches, in butcher- 
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ing, brewing and the like. Viewed historically, this change was 
“a revolution of the greatest importance to the public happi- 
ness ” (I. 389); and accomplished by an impish trick. For what 
did the lords of feudalism abandon their retinues of land pirates ? 
For a pair of diamond buckles perhaps. So long as they con- 
sumed their rents in kind they shared them with a thousand 
mouths, but when Commerce came with manufactured goods, 
they exacted rent in money and spent it on something which 
would be all their own—‘ in the wantonness of plenty for trinkets 
and baubles ” (I. 389). They were in this, as in many other 
cases, led by an Invisible Jade. 

Adam Smith lived late enough to know the significance of the 
East to the West; the one active, the other passive; the one 
rich per head and growing richer, even to the intoxicating brim 
of North America, where widows were “ courted as a sort of 
fortune” (I. 72), and population doubled itself in twenty or 
twenty-five years; the other silent and sated, a storehouse of 
jewels and dead dogs, of jewels for the arms of the grandees 
and dead dogs for the maws of the poor. What had the East 
done to deserve it? Two things; they had bred after their 
kind and turned away from the sea, China, Ancient Egypt and 
Indostan alike. ‘‘ They do not appear to have been eminent 
for foreign trade. The antient Egyptians had a superstitious 
antipathy to the sea; a superstition nearly of the same kind 
prevails among the Indians; and the Chinese have never excelled 
in foreign commerce ” (I. 347). They farmed well, they manu- 
factured well, but they did not carry. Could they have gone on 
to this last, completing thus the sequence of nature? But at 
this point the astrologer comes forth again. “The course of 
human prosperity, indeed, seems scarce ever to have been of so 
long continuance as to enable any great country to acquire 
capital sufficient for all those three purposes” (I. 347). How 
maddening for the astrologer that he must die before he saw the 
issue of America, which alone was following Nature’s way! But 
perhaps as well; for he would have been constrained to register 
just one more triumph of artifice over Nature. “ Were the 
Americans to stop the importation of European manufactures .. . 
they would retard instead of accelerating the further increase in 
the value of their annual produce, and would obstruct instead 
of promoting the progress of their country towards real wealth 
and greatness ”’ (I. 346-7). Tell that to the Republican Marines ! 
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II 


Adam Smith, as we never tire of reminding the student, was 
philosopher first and economist second; the author of the Z'heory 
of Moral Sentiments in 1759 and of the Wealth of Nations in 1776. 
Yet the former is illuminating in part because of its essential 
inferiority to the latter. It moves smoothly over the surface 
of moral feelings in more than fifty small chapters. It is proper, 
indeed delicate, but it would read almost as convincingly from 
Chapter Fifty back to Chapter One. He never rides the cen- 
turies, and his examples are commonplace. Above all there is 
no crescendo in it; whereas the Wealth of Nations abounds in 
energy and purpose. The Leit-motif of the latter offends some. 
Ruskin could not stomach its psychology of self-interest, but of 
its drive and cumulative power there is no doubt. Two examples 
may be given of this from the field of theory, the one to illustrate 
the subtlety of his analysis, the other his impetuous realism. 

Though he does not use the terms increasing, constant and 
diminishing returns, he thought in these three categories. The 
products of manufacture, by reason of the division of labour, 
he argues, increase in a much greater proportion than the numbers 
employed (I. 165). Elsewhere he stresses the importance of 
capital to the productivity of labour, and just stops short of 
saying that increase in the scale of production decreases unit 
cost. What holds of manufacture holds also of agriculture, but 
much less so, so that the superiority of produce consequent 
upon improvement is seldom much more than in proportion to 
the superiority of labour and expense (I. 8). Under constant 
returns he sets carpenters and joiners work, where the necessary 
rise in the real price of raw material counterbalances, or rather 
overbalances, the improvement in execution 1 (I. 242). The rude 
material in question is timber, “‘ barren ”’ timber, not planted by 
man. What remains for diminishing returns? Or, in his 
language, what are the sorts of produce whose real price naturally 
rises with the progress of improvement ? 


(1) Rare wild-fowl whose price is only limited by the 
intensity of luxurious demand. 

(2) Cattle and animal products. Cattle, he conceives, as 
passing from primitive abundance to the status of produced 
commodities till they acquire a cost parallel to that of corn. 

1 Marshall, Principles, p. 319, gives other examples (flour and blankets). 


Examples can only indicate rough constancy; and in the more or less of this 
Adam Smith’s emphasis is on the less, Marshall’s on the more. 
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He carries the sequence of animal husbandry up to the 
point at which it becomes an item in mixed farming; leaving 
us to infer that thereafter it will follow the course of agri- 
culture in general—slightly increasing return. 

(3) Certain articles in which the efficacy of labour in 
augmenting the quantity is either limited or arbitrary—such 
as wool and hides, being “side products”; fish, which rises 
in cost as near-by grounds are depleted; minerals, and in 
particular the precious metals, whose real value is likely to 
rise as society accumulates surplus subsistence. 


All this is very subtle and intensely relevant. Adam Smith 
always generalises from fact. He is interested, not in what 
would happen if there were no improvements in agriculture, but 
what does happen in the course of improvement. And not having 
tilted against a bogey, he warns of a real danger, the exhaustion 
of natural resources of virgin timber and fish. Move him in the 
century and a half from the age of laissez-faire to the age of 
rationalisation and he becomes honorary president of the Con- 
servation Commission. He was appropriate to Britain in 1776, 
both in analysis and policy. He is appropriate in analysis to the 
North America of to-day. 

In wages Adam Smith is the realist. Without being under 
any illusion about the danger of surplus population, he rejoices 
in the liberal reward of labour. To complain of it, he says, is to 
“lament over the necessary effect and cause of the greatest 
public prosperity ” (I. 83). “It is but equity, besides, that they 
who feed, cloath and lodge the whole body of the people should 
have such a share of the produce of their own labour as to be 
themselves tolerably well-fed, cloathed and lodged ” (I. 80). It 
is a necessary effect, he holds, because a nation increasing in 
wealth has a stronger demand for labour. “ It is not the actual 
greatness of national wealth, but its continual increase, which 
occasions a rise in the wages of labour” (I. 71). Labour’s chance 
comes in the Dynamic State. 

But how did he guard against the objection that people would 
react to the increase of wealth by breeding up to its limit? His 
retort is: Look around you. Wages are “nowhere in this 
country regulated by the lowest rate which is consistent with 
common humanity ” (I. 75). Population will only grow within 
its customary standards, and in England this standard is accus- 
tomed to rise. Not only does he evade thus the Malthusian 

impasse, but he drives right through the sanctities of the Wage 
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Fund Doctrine. ‘‘The workmen desire to get as much, the 
masters to give as little as possible” (I. 68). The fight is real, 
either may win. Such an emphasis was offensive to the belief 
that what the master can pay, competition will cause him to 
pay—that, no less and no more. It is not surprising, therefore, 
that James Mill advised his much-enduring son John Stuart to 
turn to the clearer light of Ricardo. Here there are no relatives. 
Growth is immobilised, change is rigid and formal. If A, then B. 
Stoke up the human furnace and the engine will do its work. 
So much food in, so much energy out. It is an equation and 
cannot be otherwise. Nevertheless, it is absolutism to which 
the workers of industrialism have refused to bow the knee, 
Adam Smith abetting. They strive always to broaden the 
fringe of optional expenditure which lifts existence into civilised 
life. 


III 


The proportions, no less than the matter, of the final Book V 
are peculiar. Its three chapters comprise three-eighths of the 
whole work. The middle chapter, Sources of Revenue, is straight 
economics, a study of the nature and incidence of taxation. 
The closing chapter is economic history plus political warning. 
But the first, the Expences of the Sovereign or Commonwealth, 
is a showcase for the exposition of Adam Smith’s views on 
religion, education, philosophy and war. It is not a study of 
public administration, although, of course, he has to say what 
the State should do or not do, and it is noteworthy that this 
champion of laissez-faire declares for education by the State, if 
need be at the State’s expense, and especially for the education 
of the common people. For “the state of the society ” in the 
progress of the division of labour brings the great body of the 
people to corruption and degeneracy. It stands in danger of 
committing “‘ mental mutilation ” (II. 272). Therefore he extols 
the parish schools of Scotland, which had taught “almost the 
whole common people to read and a very great proportion of 
them to write and account” (II. 270); and gives honourable 
mention to the charity schools of England, which, however, were 
not of universal establishment. He is altogether a democrat in 
demanding education at all, but he inserts his individualism by 
pleading for competition and fees—not only because people value 
what they pay for, but because competition is stimulating and 
payment by results makes competition sure. If education is not 
forthcoming by voluntary effort, the State must step in; and its 
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participation is justified as compensation for that mutilation of 
mind which the economic order entails. 

Arriving by this oblique, yet characteristic, route within the 
shrine, with one eye, so to say, on the purse and the other on the 
purpose, he bursts into a generous appreciation of youth, of 
those who live still in the season of gaiety, as he terms it in 
Chapter V of the Moral Sentiments. Remembering his parting 
triumph at Glasgow, when grateful students thrust their fees 
upon him, he declares : 


“ Such is the generosity of the greater part of young men, 
that, so far from being disposed to neglect or despise the 
instructions of their master, provided he shows some serious 
intention of being of use to them, they are generally inclined 
to pardon a great deal of incorrectness in the performance 
of this duty, and sometimes even to conceal from the public 
a good deal of gross negligence ”’ (II. 253). 


Was ever the partnership between teacher and taught more 
cunningly proclaimed ? 

But inside the shrine he is the same man as without. He 
carries liberty into the central chamber, where education and 
religion meet. And the sacredness of liberty to him explains 
why, unless there be no other way, he is disinclined to the pro- 
vision of education by an external body. For then it will be 
under the control of a body corporate, the governor of the 
province or perhaps some minister of the State. “An extraneous 
jurisdiction of this kind ... is liable to be exercised both 
ignorantly and capriciously. . . . From the insolence of office 
too they are frequently indifferent how they exercise it, and are 
very apt to censure or deprive him of his office wantonly, and 
without any just cause’ (II. 251). There are university towns 
of the New World which have not Adam Smith for their patron 
saint. 

That which we find it hardest to forgive in him is his cynical 
emphasis on the generality of self-interest. Why must the 
teacher be paid by results? Because it is the interest of every 
man to live as much at his ease as he can . . . at least as interest 
is vulgarly understood (II. 250). And why did Pennsylvania 
liberate its slaves? Because they were few. ‘‘ Had they made 
any considerable part of their property, such a resolution could 
never have been agreed to” (I. 365). We can, of course, make 
excuses for him. Self-interest to be rational must be enlightened ; 
therefore education. Liberty goes with justice, and both rest 
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on the bosom of natural right, as in the frequent phrase, ‘‘ evident 
violation of natural liberty and justice.” And at any rate by 
him the obsession was applied to worthy ends. Perhaps it is 
fairest to take our stand outside the age and the man, and to 
regard him as a landmark in the accomplishment of Time. 
First the group intolerances of medievalism, with its mystical 
enthusiasms, so distasteful to him; then by recoil, liberty— 
liberty for the individual, and therefore liberty for the society, 
he fondly hoped; finally, the synthesis which we in our day 
endeavour to make, the humane control of liberated life. 

It is with diffidence that one differs from the modern editor 
of Adam Smith. Edwin Cannan writes : 


“Tt is clear from the passage at Vol. II. p. 177, that 
Smith regarded the title ‘An Inquiry into the Nature and 
Causes of the Wealth of Nations ’ as a synonym for ‘ political 
ceconomy; and it seems perhaps a little surprising that he 
did not call his book ‘ Political Gconomy’ or ‘-Principles 
of Political @conomy.’ But we must remember that the 
term was still in 1776 a very new one, and that it had been 
used in the title of Sir James Steuart’s great book, An 
Inquiry into the Principles of Political Economy: being an 
Essay on the Science of Domestic Policy in Free Nations, 
which was published in 1767. Nowadays, of course, no 
author has any special claim to exclusive use of the title. 
We should as soon think of claiming copyright for the title 
‘ Arithmetic ’ or ‘ Elements of Geology ’ as for ‘ Principles 
of Political Economy.’ But in 1776 Adam Smith may well 
have refrained from using it simply because it had been used 
by Steuart nine years before, especially considering the fact 
that the Wealth of Nations was to be brought out by the 
publishers who had brought out Steuart’s book.” 4 


The passage in question runs, “‘ This sect [sc. the Physiocrats] in 
their works, which are very numerous, and which treat not only 
of what is properly called Political Giconomy, or of the nature 
and causes of the wealth of nations, but of every other branch 
of the system of civil government, all follow implicitly, and 
without any sensible variation, the doctrine of Mr. Quesnai.” 

Now modern treatises take indifferently the title of Prin- 
ciples of Political Economy, Principles of Economics, Wealth 
and Welfare, Wealth, but they could not add the words “ of 
Nations ” without suggesting an angle which they do not design. 

1 Editor’s Introduction, xviii. 
No. 157.—voL. XL. D 
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But to Adam Smith it was proper. It is not of a nation but of 
nations that he writes. If he had concerned himself with Britain 
only, with an occasional allusion to other lands, he could not 
have given us a dynamics of national growth, with a theory of 
wealth inset. And this is what he does, yet without emasculating 
himself ina cosmopolitanman. He “ goes along with ” each nation 
in turn, to use his own phrase. Being the national of a country 
which was the seat of an empire, he understood imperialism, and 
happening to approve of it he was an imperialist, but on the 
condition that empire did not run counter to liberty. Therefore 
he pleaded with passion for the representation of the colonies in 
the parliament of Great Britain. Are we seriously to contend 
that an artist of Adam Smith’s calibre desisted from naming it 
“Principles of Political Economy” merely because Sir James 
Steuart had occupied the title? Surely not. Steuart’s sub-title 
was eclectic: ‘‘ being an Essay on the Science of Domestic Policy 
in Free Nations.’”’ Adam Smith’s design, however, was embracing, 
a science of foreign and domestic policy in nations free and 
unfree, from Ancient Rome to Modern Britain. And thus de- 
signing he set his political economy in a pageant of the ages. 
An Inquiry into the Nature and Causes of the Wealth of Nations, by 
Adam Smith. So it runs, so it had to run, his editor notwith- 
standing. 

C. R. Fay 
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THE COAL BILL AND THE CARTEL 


ANYONE who recalls the conclusions of the two Royal Com- 
missions on the Coal Industry must find it difficult to explain the 
origin of the Bill presented in 1929 for the reorganisation of its 
working methods. The Bill had no apparent relation to any of 
the conclusions which were reached in any of the four Reports 
which these Commissions presented. It is true that the second 
Part of the Act of 1920, which endeavoured to give effect to the 
suggestions of the Sankey Commission for bringing labour into 
connection with management, had broken down; but even so, the 
position of these suggestions was changed when it was proposed 
to make a compulsory reorganisation of the government of the 
industry. It was scarcely to be expected that a Socialist Govern- 
ment would then consent to the complete disregard of Lord 
Sankey’s emphatic conclusion that it was time to make use in 
administration of the experience of the labour side. Neither of 
the Commissions had given any authority for the idea of enacting 
the system of organised restriction of output by local producers’ 
Cartels. The Samuel Commission recommended co-operation in 
selling arrangements, and the Act of 1926 enabled such arrange- 
ments to be carried through as “ partial absorptions.” But it is 
quite a different thing to make legally binding the system of 
output restriction. The difference between these ideas appears 
clearly in the law of, for instance, the United States, where it is 
forbidden to agree on organised restrictions or minimum prices, 
while the simple organisation of sales is not forbidden. 

The Sankey Commission debated in its evidence, especially 
that of Sir Richard Redmayne, the issue between what one side 
implied to be the Giant Sloth of nationalisation, and what were 
called by the other side the “ Black Tigers”’ of capitalist com- 
binations. Even if the tigers were to have their claws cut, as 
Redmayne thought possible, by the provision of controls over 
producers’ amalgamations or associations, the debate went 
against this solution, and even against the Duckham scheme for 
controlling the profits of large producers’ unions. It was the 
opinion of Redmayne that the German Cartel had worked 
successfully ; but two members of the Government responsible for 


the Bill of 1929 took at that time the “ black tiger ’’ view of such 
D2 
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schemes. The change in view is the more remarkable as a 
** clause to cut claws ” appears in the Bill only to the extent that 
the Cartel schemes must be approved by the Board of Trade, 
which could also dissolve them on complaint. But the Board 
had to approve schemes whose content was the organised 
restriction of output on the Cartel plan. 

The proposals of the Bill appear to have been occasioned by 
the Report of the Committee on Co-operative Selling in Coal, 
presented in 1926. This Committee took a wide view of what 
such co-operation implied, and was evidently impressed by the 
operation of the Westphalian Cartel, which, in its view, “ from its 
inception in 1893, has served the Ruhr coal industry well... . 
Under its regime, coal-mining in the Ruhr and the coal export 
trade have developed rapidly and fairly evenly. Inland prices 
have been steadied against the effect of trade booms and slumps, 
and more regular working of the mines has been secured... . 
The development of the industry has been regulated to its own 
advantage, and generally speaking to the benefit of German 
industry.”’ The elements of instability in the system were, in the 
Committee’s view, removed by the legislation of 1919, which made 
the Cartel system compulsory, thus doing away with outsiders, 
and the fighting policies which their presence occasioned. The 
Committee went still further, and argued that in this country 
*‘ industries which already have such organisations, and mono- 
polistic combines generally, have shown sufficient commercial 
vision to maintain a reasonable balance between the selling prices 
which it is in their power to charge and the selling prices which they 
actually do charge. . . . There are worse evils than a monopoly.” 
When district organisations were in mutual competition the 
danger was still less to be feared. And, to speak generally, they 
held that combination was at any rate a policy, where otherwise 
there was none. They thought that the law on restraint of trade 
should be cleared up, so as to remove uncertainty in the status of 
such combines; and of course this is done to a considerable 
degree when the standard Cartel methods are compulsorily 
enacted. 

In view of the findings of the Committee on Trusts of 1919, the 
special inquiries under the Profiteering Act, about twenty in 
number, and other important unofficial inquiries since the War, 
this conclusion was remarkable. To take only one instance, a 
Joint Inquiry into foreign competition and conditions in the 
Shipbuilding industry reported in 1926 that “in view of the 
extent to which high prices of materials are prejudicing the total 
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costs of shipbuilding, we agree to ask the Board of Trade to 
investigate the operations of rings and price-fixing associations 
in the supply of these materials, with a view to bringing relief to 
shipbuilding.”” The Selling Agencies Committee did not consider 
the rationalisation of competition by anything short of the full 
Cartel method. In America, where this method is illegal, the 
result has been to cause producers to develop the Trade Association 
to its fullest extent, so that, partly by private arrangement, partly 
with the assistance of the Federal Trade Commission, a sort of 
law merchant or code of competitive regulation has been created 
in many industries.1_ Everything which mutuality, in the form of 
publicity between competitors, can do is thrown into the balance 
against risk, so that the Trade Association has become a new 
factor in the argument. But the Coal Committee went straight 
for the stronger organisation as exemplified in Westphalia, and 
appended an account of the Cartel. This appears to be the 
origin of the Bill of 1929, where bare outlines are similar to the 
later German development of central and local Cartels under public 
compulsion and supervision. 

On the other hand, the occasion for a particular regulative 
proposal is not the cause of the industry having been due for 
regulation in the public interest. The particular phase at the time 
of the Sankey Commission was the relation of labour to control ; 
later, it was the earning power of the industry as a whole. But 
behind these phases there may be simply the fact that coal is 
fundamental to national economy, and to our foreign trade, and 
has unusual political influence, and has “ ripened ”’ to the point 
of a national regulation. In that case, legislation occasioned by 
a particular phase has still to take account of all the causes of 
trouble; whereas the Coal Bill appears to have forgotten the 
problems of 1920, and to be legislating for only one thing, though 
the ideas of 1920 are more valid in the compulsory organisation 
now proposed than they were as part of the settlement in the 
Act of that year. The German legislation, which was also the 
substitute for complete nationalisation, aimed at allowing for all 
the issues, not of economic prices only, but of the relations of the 
various interests in the internal control. This is discussed later. 

Before doing so, there is one respect in which the scheme is 
related to general industrial conditions so as to cause some 
misgiving. The Board of Trade is made finally responsible for 
the approval of the schemes of district and central Cartels. The 


1 Report of the National Industrial Conference Board on Trade Associations : 
New York, 1923. 
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Committee on Selling Agencies appears to have realised that the 
law of restraint of trade would require reconsideration. We have 
only the Common Law, which has reached, through about a dozen 
leading cases, the position that agreements in restraint of trade are 
not illegal, if they are ‘‘reasonable as between the parties,” but 
that they cannot be enforced in invitum. There is a vaguer 
margin of reference to the public interest, to which it is at one time 
said that the law “looks jealously,” while in another decision it 
is held that “the onus of showing that any contract is calculated 
to produce a monopoly or enhance prices to an unreasonable 
extent will lie on the party alleging it, and, if once the Court is 
satisfied that the restraint is reasonable as between the parties, 
this onus will be no light one.” In yet other cases it is pointed 
out that the Common Law cannot be expected to keep up with 
Political Economy, or to argue on economic consequences. In 
these doubtful conditions, the existence of a law enforcing Cartel 
policy with organised restriction of output must, it would seem, 
increase these tendencies of the Common Law to which criticism 
was directed in the Macdonell memorandum of the Committee on 
Trusts, and to cause legal action to be even less frequent or effective 
against the unascertained amount of restraint of trade which is 
discussed in many recent findings. The chief result of these 
discussions has been the suggestion that the Board of Trade should 
have the right to obtain information, conduct inquiry, and lay the 
conclusions before some sort of tribunal. But if, in the most 
fundamental manufacturing industry, the Board is responsible for 
agreements, to which all producers must adhere, and which must 
include the quota system of adjusting output, its position as an 
investigating and reporting authority is liable to be prejudiced 
for the purpose of a general control over industrial combinations. 
In other words, a more definite general policy is required, to 
prevent this’special policy from having harmful reactions. In 
Germany the position is different, because all Cartels are subject 
to a special tribunal, from whose jurisdiction the Coal Industry is 
withdrawn for special regulation. There, also, the Coal Cartel 
had been at work for thirty years, and could not, in a time of great 
unsettlement, be allowed to break down. It is a different thing, 
in the present condition of our law and our discussions on mono- 
polist bodies, definitely to select this method and standardise it 
by explicit approval. 

This is perhaps a good reason for proceeding first by creating 
amalgamations. It is American policy to allow this, subject to 
control of misuse of economic power in the stifling of competition, 
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and to prevent large enterprises from making restrictive agree- 
ments. In this country, the organisation may come out to the 
same result by whichever method we start. Amalgamations 
prepare the way for Cartel agreements; history shows that 
Cartels with movable quotas tend to create fusions of interests. 
We may never proceed to deal with monopolist questions at all, 
relying on Free Trade, but it is repeatedly suggested that we 
ought to, especially if they are strong enough to over-reach any 
free trade policy by private international agreements. Perhaps 
monopolist leglislation is mostly fuss, and the Common Law is 
good enough, and we have to rationalise. But this is not what 
any inquiry into the matter has concluded, and in going about 
rationalisation it is better to be free afterwards to deal with 
restraint of trade, especially in coal. For that purpose we are 
better placed in creating amalgamations, whose future agreements 
can then be considered, than in allowing them to develop within 
the ambit of the restriction system. This question is academic 
only if we wish to get out of the present difficulties somehow. 
The next phase of rationalisation may have something to do with 
the proper expansion of output. 

The priority of amalgamation is also said to have the 
advantage of preventing the vested interest of the quota, and sales 
at inflated values. There is not much in this, because, if the 
industry is going to be placed on a better earning basis, whether 
by amalgamations alone, or by amalgamations concurrent with a 
Cartel, it is impossible to avoid that expectation entering into the 
valuations of mines. Either quotas or capitalisations would have 
to take account of that, and in that light a fair quota is as possible 
@ proposition as a fair capitilisation. 

To turn now to the nature of the Cartel scheme which was 
proposed. It was only the outline of the German system which 
was borrowed—the administration of local Cartels, with a central 
Cartel and a resort to public intervention in reserve. These 
Cartels were to be purely owners’ administrations. The control 
of the consumers’ and workers’ representatives was to come 
from outside the administrative system, by a parallel system of 
investigating Committees. Any complaint, and therefore a com- 
plaint about prices, could by this method reach the Board of 
Trade. There had to be some system of arbitration as between 
owners. A number of details were not filled in, such as the exact 
relation of the central Council to the local Boards. But a great 
deal was notably omitted in the Bill, which belongs to what in 
Germany is considered to be an adequate substitute for nationalisa- 
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tion, in the way of including within a single system of interlocked 
administration all the interests which may claim to be represented 
in the public regulation of an industry. In what follows, an 
authoritative commentary on the German Coal Law of 1919 is 
used to show its present operation. 

The Coal Council has to issue rules for the industry in the 
interest of producers, consumers and the nation, and it is repre- 
sentative of all these interests. Half its sixty members represent 
employers and employed in coal-mines, in equal parts; and the 
rest are representative of the coal-using industries, the traders, 
the small consumers, the States, and other various interests. Its 
responsibility is shown by the admission of its members durch 
handschlag. It issues both general and particular orders to the 
administrative bodies, approves their constitution, and is the last 
place of appeal for complaints against regulations in a local Cartel 
orinthe Coal Union. It has a complete right to obtain information 
from any branch of the trade, with due regard to technical secrecy. 
It can regulate the amount of import and export. It has now 
obtained a modification of the original law, which gives it a 
control over prices not at first conceded to it; its chief Committee 
can participate in the price deliberations of the Coal Union, and 
no price can be fixed if a majority of that Committee does not 
concur. Of course, it has nothing to do with wages. The 
representatives of employees, consumers, and officials on the 
Coal Union and the local Cartels are chosen from lists drawn up 
by the corresponding sections of its members. It can, in fact, do 
everything except carry on the industry itself, for it has not legal 
personality. Its costs are borne by the Coal Union. The 
Minister for Economic Affairs has the right to be represented at 
all its meetings, and can prevent it from acting unconstitutionally, 
but he cannot dissolve it. There are monetary penalties for 
disregard of its orders. 

The Coal Union is simply a Cartel chosen out of the local 
Cartels, with representation on an output basis. It has to 
administer the industry within the rules of the Council, and to 
supervise the local conditions of sale and delivery. But it is not 
merely a producers’ Cartel. Its supervisory body must include 
three employees’ representatives, one representative of con- 
sumers, and one of the technical staff. Among its main 
administrative functions are detailed regulations for the uni- 
formity of price discounts and terms of delivery, for own con- 
sumption by mixed undertakings, and for the points of delivery 
to which wholesale prices refer. In practice, it is the price- 
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fixing body for all the districts of Germany. And it is the first 

place of appeal by members of Cartels against the Cartel adminis- 
tration of the quota system and particular exemptions. From its 
own rules on these matters, either Cartels or their members may 
appeal to the Coal Council, while minorities of its members may 
also appeal to the Council against the making of its rules. Resort 
to the ordinary Courts is forbidden. 

The inclusiveness of the appeal system, and of interests in the 
government, is continued down to the local Cartels. Consumers 
have their control over prices on the Union, but the Cartels must 
admit to both their managing and supervising bodies repre- 
sentatives of employees. This supplements on the whole Cartel 
the Works Councils Act for individual concerns. But in the 
management and supervision of the Cartel, the employees’ 
representatives sit with full powers and, since wage regulation is 
outside this system, they are supposed to regard their nomination 
as carrying a responsibility for the whole industry, not for any 
section of it. ; . 

This tripartite system is finally tied together by the powers of 
the Minister, who can require information from all organisations 
and persons in the industry, and who has the right to be repre- 
sented at all meetings of the Council, the Union, and the Cartels. 
His representative can hold up any decisions which exceed legal 
powers or endanger the common good. He has himself the final 
word on prices, and on the rules for import and export which are 
made by the Council. 

In view of the simplicity of the proposals for price regulation 
in the English Bill, it may be of interest to set out the whole 
apparatus of price control in Germany, which is extremely far- 
reaching. Each Cartel discusses its prices in full meeting, 
amalgamation having reduced the membership to numbers suitable 
for such discussion. Voting being by output, the first control is 
that the stronger concerns have, in the Ruhr Cartel at any rate, 
usually preferred business to large restrictions at high prices; 
this depends on the fact that the quota is not only a right but an 
obligation to deliver, and can be revised. Of course, this protec- 
tion of the consumer is only a relative one, since, when the quota 
system has operated for a long time, and prices are manipulated 
with a view to stability, a conjuncture is created to which the 
Cartels are adapted because they have created it, and it becomes 
difficult to say that the prices correspond to full possibilities of 
demand. The Minister’s representative appears also to have a 
right to delay excessive price proposals on Cartels. Again, the 
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working of the sales system gives each member of the Cartel an 
interest in all the prices, not only in his own. With the exception 
of quite local sales, all home sales are made through the Cartel for 
account of each member, and he is credited with the accounting 
price. But he is debited with a tonnage levy, not only for the 
expenses of the selling agency, but also for all losses on home sales 
incurred by that agency. If any prices are too high, that will 
come back on sellers generally, and on that ground adjustments 
are made on a monthly basis of reckoning, within the maxima 
fixed by the Coal Union. 

Prices are proposed to the Coal Union by the separate Cartels. 
It is in practice the Union which fixes them as maxima and 
announces them. It does not usually have to exercise a co- 
ordinating function, because the proposals sent up to it have 
already taken account of the competitive relations within Ger- 
many of the Cartels. The Coal Union does not exercise its right 
to fix sales areas or quotas for the Cartels. Prices are fixed by 
the Union as at certain points of delivery—works, transfer points, 
or storage points—though to get coal to these points any Cartel 
may bear any loss it likes; from these points freight charges must 
be added. To prevent excessive handling charges by dealers, 
both the Council and the Union are bound to declare the conditions 
under which a consumer who buys a wagon-load of 15 tons at a 
time can obtain it direct from wholesale points of supply. As 
this obviously applies to co-operative societies, and as the law 
requires that such societies shall be treated on the same basis as 
other traders, anyone who believes handling charges to be excessive 
will escape from them by joining a co-operative body, though he 
has also his own remedy if his purchases are large enough. The 
wholesale price decisions are subject on the Union to control by 
representatives of consumers and the Minister, and by the inter- 
vention of the Committee of the Coal Council in price decisions. 
This is not the end of the question, because the Minister can 
exercise his own control in more than one way. The German 
States are represented on the Committee of the Reichsrat on Trade 
and Commerce, and can there draw the attention of the Minister 
to the level of coal prices. Or in his official capacity, through his 
representatives at meetings, he can delay price changes; or on his 
own initiative reduce them. In any case, he has to hear what the 
Union and Council have to say. It is not to be supposed that all 
this system is always at work; the Coal Union practically sets the 
prices, knowing what the control is. A maximum fine of 100,000 
marks can be imposed for exceeding the fixed prices. 
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The retail trade is also regulated. Communities of 10,000 
inhabitants, or groups of communities, have the right to set up 
agencies in their areas, and to fix retail prices, for exceeding 
which penalties can be exacted; a right which lapses if the 
Minister uses the powers given to him to set up district offices for 
the same purpose, or if the States, with his consent, do so. 

Besides the level of prices, there is a certain control over 
their uniformity. For example, the Coal Council is expressly 
empowered to compel buyers whose demand is irregular to take or 
increase their supplies in the summer months, when trade is 
otherwise slack. The price proposals made by the Ruhr Syndicate, 
whose influence is predominant, have always been ostensibly based 
on the idea that the conjuncture was thereby to be controlled and 
not merely followed; and the facts show that its prices had for 
twenty years varied much less than English prices. It did not 
put them up so fast, and it held them up when the market was 
falling. The instrumental use of the price of a fundamental 
requisite of production is, however, not so simple as this. In this 
country, the function has usually been ascribed to the price of 
money. But the control of the conjuncture in this way implies 
at least the threat that this price shall go up ahead of the rise of 
other prices; and to keep the price of coal down in these con- 
ditions does not obviously control a boom. The transfer of this 
function to the price of a commodity may, however, be effective 
if, with a moderate rise of price, long contracts are enforced. 
Price uniformity is also sought to be obtained by the power of the 
Coal Council to order a change in the percentage of output which 
mixed works can retain for their own consumption; in time of 
scarcity this may be reduced, so that more coal is marketed by the 
Cartel. This, however, only affects the channels of supply; the 
demand of the mixed works remains, though they buy more from 
the Cartel. Finally, as between consumers, the right of own 
consumption does not necessarily create the difference usually 
ascribed to it as a merit, in encouraging the integration of 
businesses, by giving them coal at cost. Anyone who buys a 
mine in a Cartel can only so so on terms which capitalise the 
advantages of that position. 

The foreign trade in coal is subject in Germany to rules of the 
Coal Council, which can impose limitations, the Coal Union being 
competent to discuss the question and make proposals to the 
Council. Limitations of import must have the approval of the 
Minister. As regards export policy and prices, this appears now 
to work through the provision that the Council has to approve the 
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rules of the Cartels, the rule in the Ruhr Cartel being a division of 
the quota into two parts, of which one may be sold abroad. 
Producers may sell to that extent freely abroad, or they may sell 
abroad through their Cartel; there is some competition abroad 
with the Cartel by its members, though the Cartel has a priority 
claim on certain large dealers. 

This system is not given as an example to follow in all its 
aspects, but rather as showing what has been the development of 
compulsory Cartels, when their privileges have to be combined 
with regulations for the common good. The English Bill was 
by comparison a simple proposal, though, as has been said, it 
will probably lead to more complete Cartellisation between larger 
units. As a matter of organisation, and especially for the sake of 
effective international agreements, sales may later be taken over 
by the English Cartels from their members. These Cartels are 
not likely to remain merely price and quota arrangements, as 
producers become larger and fewer. Then the system of arranging 
for the checks on policy by committees of investigation, standing 
outside the administration, will become less organic, and there is 
much advantage in the inclusiveness of the German system, which 
has fused the technical administration, the workers’ share in 
control, the consumers’ control, the Government supervision, and 
the process of appeal, so as to have made private capitalism work 
as close as possible to the ideals of nationalisation. 

D. H. Maca@rEecor 
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THE PROBLEM OF UNEMPLOYMENT. 


The Post-war Unemployment Problem. By Henry Cuay. (Mac- 
millan & Co. 1929. Pp. x + 208.) 


Proressor Cxay tells us in his Preface that his first object is 
to present ‘‘a summary and analysis of the more important 
factors ” in the problem, and his second ‘‘ to discourage the hope 
that the problem, if left to itself, will cure itself, and to argue 
that the necessary organisation of the depressed industries will 
not be effected unless the initiative is taken and the impulse 
given by some agency outside them.” 

If there are twelve million employable persons, ‘a million 
unemployed” might conceivably mean either that a million 
individuals out of the twelve were unemployed for the whole of 
some long period of time under review, or that each individual 
in the twelve millions was out of employment for one week in 
twelve. ‘‘ A million unemployed ”’ in the second of these senses 
would be nothing very terrible; most people in Western countries 
are unemployed one day in seven owing to an institution of 
religious origin, and well-to-do persons often manage to spend 
one-twelfth of the remaining time on holidays. On the other 
hand, it would be a very terrible thing if out of every twelve 
children born into the world, one had to pass his or her whole life 
in idleness. 

Of course our own “ million unemployed ” is neither the one 
nor the other of these extremes, but is made up partly of what 
we may call short-term unemployment and partly of long-term 
unemployment, so that it is somewhere between the two extremes. 
But where? Professor Clay might well have begun his ‘‘ summary 
and analysis” by some attempt to give us the answer to this 
question, but he does not. 

His failure to do so is important not only because without the 
answer we do not know how much we ought to deplore the 
existence of the million unemployed, but because short-term and 
long-term unemployment have different causes and require different 
remedies, and to discuss causes and remedies without careful 
regard to the distinction only darkens counsel. 

The excess short-term unemployment over what was usual 
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before the war seems to be ubiquitous among the insured occupa- 
tions. It is not confined to particularly depressed trades, and is 
found in occupations which are rapidly expanding and returning 
quite adequate profits. It is not observable in uninsured occupa- 
tions, and countries which have done little or nothing to improve 
the lot of their unemployed seem to be more exempt from it than 
those which have made the largest effort in thatdirection. Ordinary 
persons, if they are not influenced by class or political bias, notice 
the correlation of time (for the coming into full force of the scheme 
of unemployment insurance coincides with the war period), of 
place, and of occupation, and they attribute the excess of short- 
term unemployment to the fact that unemployment is now better 
endowed in this country than it was before the war. 

Professor Clay does give some weight to the effect of the 
unemployment insurance scheme upon employers and trade 
unions. To throw numbers of your employees out for short 
intervals to suit your convenience is obviously less likely to create 
friction, and is therefore more likely to be profitable, when the 
persons thrown out can draw on a common fund raised by stamp- 
duties on employment and other taxes, and so Professor Clay says 
the insurance scheme has had “ the effect of substituting inter- 
mittent and irregular employment for regular work in industries 
in which such conditions were formerly rare” (pp. 118-19). As 
for trade unions, he says, “‘ To-day trade union negotiators can 
afford to take the risk that a wage rate on which they insist will 
cause unemployment, because their constituents will be provided 
for by the national relief scheme ”’ in addition to anything which 
the union itself can provide (p. 155). 

But he dismisses far too airily the influence of insurance on 
the mind of the insured. “It is not,” he says, ‘‘ that unemploy- 
ment insurance leads to the refusal of available work ; the Employ- 
ment Exchanges provide an adequate check on that abuse, were 
there any general inclination towards it’ (pp. 117-18). This 
completely ignores the real issue. No one except a few lunatics 
imagines that there is a “ general ” or even a widespread inclination 
to refuse employment offered at standard wages on ordinary con- 
ditions and available immediately on the spot. All that is 
believed and alleged is that, especially in the occupations in which 
the superiority of employment over unemployment is least, the 
insurance scheme has reduced the economic pressure which used 
to make persons grab at every chance of employment, take what 
they could get regardless of every inconvenience, and stick to 
what they had got regardless of every disagreeableness—which 
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made them, like the old British army, “‘ ready to go anywhere 
and do anything.” And it is commonly recognised that no indi- 
vidual thinks of the alternatives open to him being ‘‘ Take what 
you can get now, or go on the dole till this Government or the 
next lets your time run out, and then become a pauper (or ‘ publicly 
assisted person’) for the remainder of your life.” He takes the 
alternatives to be, “‘ Take what you can get now, or hold out 
another week, when something better may turn up.” “ Sooner 
or later,” says Professor Clay, the unemployed workman is 
obliged ‘‘ to accept work outside his own district or trade if it is 
available.” There is much virtue in the “ later’; the magnitude 
of the turnover of labour (the number of new engagements) is so 
great that a very little average delay will make a very large addition 
to the unemployment. 

Anyone who says this in public is likely to find himself 
denounced as “insulting the working classes,” but of course 
wherever an evil can be increased by human slackness or careless- 
ness, insurance against that evil tends to increase it. In a few 
cases the tendency may be completely counteracted by active 
measures adopted by the insurers who undertake the risk. 
Insurance against boiler explosions actually diminishes boiler 
explosions, because the insurance companies arrange for an 
inspection which would not otherwise take place. But the 
human mind is not so easily inspected as a boiler, and conse- 
quently unemployment insurance belongs to the very much larger 
class in which the tendency of insurance to increase the evil is 
counteracted not completely, but only in large measure, by the 
fact that it falls far short of giving full compensation to those who 
actually incur the evil insured against. Life insurance is rarely 
high enough to make the insured ready to die from neglect of his 
health and appetite; fire insurance never compensates for the 
unpleasantness of being burnt in one’s bed; motor insurance 
nothing like covers all the unpleasantness of colliding with a 
heavy lorry or even of killing a cyclist or pedestrian, though the 
effusive sympathy of the coroner and his jury may help a little 
in the latter case. In all insurances of this class, slackness and 
carelessness are kept to some extent in check by the principle of 
deterrence adopted by the poor-law reformers of 1834—the 
principle that though the evil may be alleviated, the position of 
the person assisted to meet it must remain appreciably “ less 
eligible ” than that of him who does not come on the common fund. 

If it is really desired to cut down the short-term unemploy- 
ment, it can easily be done by diminishing the “ eligibility,” such 
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as it is, of the early stage of unemployment by lengthening the 
initial period which elapses before benefit begins to be paid. This 
would have the advantage of making more money available for 
dealing with the much greater evil of long-term unemployment. 
The present system, under which the risk of the small evil of being 
unemployed for a fortnight or three weeks is covered in a con- 
siderable degree, while the risk of the much greater evil of com- 
pulsory change of occupation and domicile is not covered at all, 
resembles a fire insurance which would provide against holes 
burnt in th- carpets but give nothing in case the whole house 
is burnt out. 

If we neglect all this part of the “‘ problem uf unemployment ” 
and confine our view to the really depressed industries, we shall 
not find much to quarrel with in Professor Clay’s account of the 
causes of the unemployment. The immediate cause, of course, 
is that these industries cannot sell enough of their products at 
prices sufficient to maintain the machinery employed in them and 
to give the standard remuneration to all the workers of all classes 
who are specialised in the trades. The trouble in the engineering 
industry originated in the outrageous expansion due to the war 
requirements; that in the coal industry in the suspension first of 
the Belgian and northern French coalfield and then of the Ruhr. 
The causes of the trouble in the cotton industry may be more 
obscure, and perhaps Professor Clay, stationed in Manchester, 
can scarcely be expected to give sufficient weight to the possibility 
that the bringing of raw cotton from very distant places to 
Lancashire and sending it out again to the same and even more 
distant places is not likely to become a permanent feature in 
mundane economy. 

The quarrel is about the remedies for the unemployment 
rather than about its causes. To any suggestion that the standard 
profits should be reduced, the employers in this case could effec- 
tually reply, “Search us.” The natural recrimination between 
the partners consequently takes the form of the employers saying, 
‘“‘ Wages must come down,” and of the other side retorting, “ It’s 
all the effect of your rotten organisation, and you ought to mend 
it or end it.” 

Professor Clay recommends reorganisation of the nature now 
commonly known as rationalisation, and here I think he has 
fallen into grave error. Rationalisation aims at either increasing 
the price at which the product sells or at diminishing the cost of 
producing it, or at both these objects simultaneously. Raising 
the price will diminish the amount sold, and consequently will not 
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increase but always diminish employment in the industry. 
Diminishing the cost of production without diminution of the 
earnings of persons engaged in the industry can very seldom mean 
anything more than reducing the quantity of labour required for 
each unit of output; it too, therefore, involves reduction, not 
increase, in the amount of employment in the industry unless a 
very large additional output can be put on the market without 
considerably reducing the selling price. Now neither Professor 
Clay nor anyone else gives us the least reason to believe that the 
additional product of the depressed industries w"‘ch would be 
forthcoming, if the output per head were increased at the same 
time as most of thc unemployed were taken back into employ- 
ment, could be forced on the market without a heavy reduction 
of selling price. Rationalisation in the production of automobiles 
or of wireless apparatus may increase employment in those indus- 
tries, because the demand is very elastic; the demand for bunker 
coal and cotton shrouds is not. It must be remembered that 
rationalisation cannot be monopolised by a single cotintry, and 
the advantage gained by the first country adopting it is likely to 
be short-lived. 

Rationalisation which reduces cost is no doubt a very good 
thing for the consumer and not in the long run a bad thing for 
the wage-earner in the trade which has adopted it, and it may 
increase employment in that trade if demand is elastic enough, but 
to put it forward as a cure for unemployment in the English 
great exporting industries at the present time is perfectly futile. 

Having this opinion, I am absolved from the necessity of 
considering Professor Clay’s further thesis that rationalisation 
will not be brought about by the persons chiefly concerned, but 
must be more or less forced upon them by the Government. But 
I cannot forbear observing that we must take Government as it is 
and as it is likely to be in the immediate future, and if we do that, 
I cannot imagine why much should be expected from it. A few 
years ago Government was selling coal dear to foreigners and cheap 
to home consumers; now it wants the coal-owners to sell cheap 
to foreigners and cover the loss by selling dear to home con- 
sumers. The whole record of Government’s dealing with coal is 
one of failure and disaster. 

If we conclude that rationalisation, whether voluntary or com- 
pulsory, however much it may be recommended for other reasons, 
is no cure for the unemployment in the depressed industries, are 
we driven to adopt the other suggestion that the true cure is to 
be found in a reduction of wages in those industries? Professor 
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Clay thinks such a reduction impossible if attempted openly, and 
he is not prepared to approve of the inflationists’ plan of effecting 
it surreptitiously by a diminution of the purchasing power of the 
unit of account, which would tend to reduce real wages all round 
and not only in the depressed industries. I doubt the impossi- 
bility, and would be inclined to lay more stress on the utter 
undesirability of a reduction. 

It is, of course, true that low wages in a depressed occupation 
may be said to have a good side, inasmuch as they discourage 
recruits from entering that trade, and head them off into others 
which are more in demand. But, as Professor Clay points out, 
wages in the depressed industries are already very unattractive 
to recruits, and it may be added that the obvious unemployment 
in them is another and perhaps even more effectual deterrent. 

Employers who want wages lowered are not thinking of 
anything of that sort; they only see that at existing selling prices 
they could employ more hands if they had to pay less for the work 
done, and overlook the fact that when all or many of them were 
employing more hands, the total output would increase and the 
price at which it could be sold would fall. Polish miners appar- 
ently get less than half English miners’ earnings at present, and 
would probably go a good deal lower still rather than be deprived 
of employment by English miners agreeing to work for much less 
than at present. If the workers in the export industries sold their 
work directly to the foreign consumers, no one would be so foolish 
as to tell them to reduce their prices to the level required to bring 
in all the present unemployed. 

Nor is there any hope in the grotesque suggestion that the 
foreign competitors must be prevented from competing with the 
English producers by international conventions which will prescribe 
that they are not to work for less than the English. Silesian 
miners are not going to be starved at the behest of the pundits 
of the International Labour Office in order that more miners may 
be employed in England. 

The true remedy for long-term unemployment always applied 
throughout history, and always effectual, is neither rational- 
isation nor reduction of wages, but redistribution of labour-force 
between the different occupations. When there are more people 
offering to do some particular kind of work than can be employed 
in it without reducing the advantages much below that of other 
occupations, surely the obvious and certain remedy is a redis- 
tribution of labour-force in the shape of a decrease of the number 
of persons offering to work in the depressed trade and an increase 
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of persons working in the others. In most cases the redistribution 
required is not very great and sudden, and it is consequently 
carried out almost imperceptibly by the non-replacement of the 
persons who drop out of an industry owing to death or old age 
or any other reason. But sometimes, as now certainly in the 
case of coal, the required redistribution is so great and sudden 
that it necessitates the transfer of some individuals from the 
depressed industry to others. 

At first a reader of Professor Clay’s book will think nobody 
recognises the possibility and efficacy of redistribution better 
than he. He says on p. 115: 


“The transfer of workers from declining to growing 
industries is a normal process. It had done more to relieve 
unemployment, by reducing the number of insured workers 
in the depressed engineering, shipbuilding, and metal group 
of munitions trades by 400,000, without any special Govern- 
ment recognition or assistance, than any other agency had 
done, before it was recommended as an instrument of 
deliberate policy by the Industrial Transference Board. 
Much of this redistribution, it is true, had taken the form 
of checking the entry of juvenile workers to fill the places of 
workers who had died or retired; but much also was the 
result of the spontaneous movement of adult workers from 
one trade or district to another. Anything that Government 
can do, therefore, to encourage and facilitate such redistri- 
bution will be a contribution, as productive as it is direct, 
to the relief of unemployment.” 


But, reversing the example of Balaam, Professor Clay having 
begun thus with a blessing for redistribution, ends with something 
very like a curse. Instead of suggesting that if a surplus of about 
400,000 on the munitions trades has been absorbed by other 
trades since the war without Government assistance, a redis- 
tribution of equal magnitude may be effected within the next 
few years without Government assistance, and possibly effected 
a little quicker with Government assistance, he proceeds to insist 
on the smallness of the number of transfers claimed by the Trans- 
ference Board as the direct result of their action—‘‘ 20,000 in eight 
months.” This figure, he says, is ‘‘ sufficient to indicate the limits 
of the scheme.” It seems a little presumptuous to ask us to 
conclude that if a board has, in fact, only assisted twenty thousand 
transfers in eight months, that rate, or thirty thousand a year, is 


the utmost of which it or any other board is capable. But even 
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if it is, I can see no ground for Professor Clay’s continuing as 
follows :— 


“ Transfer may in the course of years bring about a more 
even distribution of the burden of unemployment; it can 
_ increase the volume of employment only when it satisfies a 
hitherto unsatisfied demand for labour, and of such unsatisfied 
demands the Industrial Transfer Board produced no 
evidence ” (p. 119). 


He seems here to have plumped straight into the ‘“‘ lump of 
labour fallacy.”’ The first sentence seems to indicate that he has 
adopted the view of those politicians who allege, in defiance of all 
experience, that no industry can take on a transferred man 
without at the same time discharging another man already 
employed or at the least refraining from taking into employment 
one of the unemployed in the district in which the industry is 
settled ; the second sentence argues that this must be so because 
the Transfer Board “ produced no evidence ”’ of “ an unsatisfied 
demand for labour.” 

What sort of evidence would Professor Clay require? What 
sort of evidence ever exists of an unsatisfied demand for labour 
beyond the fact that additional labour has, in fact, found 
employment? Within four miles of my proverbial arm-chair I 
have seen in a very few years half a dozen big fields on which 
two or three agricultural workers were employed gradually 
covered by factory buildings in which several thousand factory 
workers are now employed, but I do not remember ever seeing 
or hearing of the smallest evidence of an unsatisfied demand for 
labour there. I have seen in a few years all the high-roads dotted 
with garages and petrol stations, each served by at least one and 
generally more persons who seem to make a fair living, and 
therefore to satisfy a demand, but I cannot imagine how evidence 
could ever have: been produced at any time of an unsatisfied 
demand for the labour which they perform. I wonder whether 
Professor Clay would refuse food to a growing boy because no 
evidence of an unsatisfied demand for additional weight in bone 
and muscle could be produced. Since the time of Noah the 
regular rule has been for industries to expand and employ more 
and more persons without ever exhibiting signs of an unsatisfied 
demand. The supply and the demand advance together. 

Searching through the book for some better argument in favour 
of Professor Clay’s belief that there is no room in other industries 
for persons transferred from the depressed industries, we find 


















— 2 


— ae 








1930] THE PROBLEM OF UNEMPLOYMENT 53 





nothing at all except an attempt to show that “ the expanding 
industries offer no adequate substitute for the loss of older trades ”’ 
(p. 110). Taking a number of industries one by one, Professor 
Clay condemns each either as of trifling magnitude or as unlikely 
to expand much further. Now of course if trades are taken in 
his way it is easy to fill the réle of a modern economic Jeremiah. 


“The 48 per cent. increase in the numbers engaged in 
silk and artificial silk between 1923 and 1927 was insufficient 
to compensate for the 73 per cent. decline in woollen and 
worsted, while the 38 per cent. increase in the ‘ key ’ industries 
of scientific instruments and photographic apparatus would 
not balance the closing of a couple of good-sized mines.” 


Obliged to admit that the increase in the group called “ dis- 
tributive trades” is immense, Professor Clay falls back on the 
reflection that if people spend more on maintaining magnificent 
shops and having things sent up long distances to their suburban 
and country houses, they will have less to spend on “‘ the products 
of industry.” Even the motor industry gives him no comfort, 
since the domestic market for motors must be “ approaching 
satiation ’’ and Protection will not help it in the export market. 

This line of argument falls in very well with the popular con- 
fusion between the importance of a trade as productive of neces- 
saries and its importance as “ giving ’’ employment—a confusion 
which is largely responsible for the prevalence of the absurd cry 
of “ Back to the land ” and the childish contempt for “ luxury 
trades ’’—but it is fundamentally unsound. “ The narrow capacity 
of the human stomach ” noticed by Adam Smith, and the narrow 
breadth of the human back hinder the indefinite expansion of 
demand for the necessaries of food and clothing, so that progress 
in wealth and civilisation necessarily and happily leads to a smaller 
and smaller proportion of the population being employed in 
producing necessaries and a larger in producing luxuries. The 
essence of luxury is variety, and consequently employment comes 
to be more and more divided among a vast number of trades, 
each of which taken by itself is a small trade easily represented as 
of very little importance as a “ giver ” of employment, but which, 
taken all together, “‘ give ” a continually larger and larger propor- 
tion of the whole amount of employment. The truth of this has 
seldom been more important than in the present age, in which 
quite unexampled progress in the arts of production is accom- 
panied by a sharp decline in the rate of growth of population, 
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which diminishes the number of stomachs to be fed and backs to 
be clothed. 

The author of Economics for the General Reader would doubtless 
admit this general proposition, but as author of the Post-War 
Problem of Unemployment he would say that he was dealing not 
with the world at large but with a small group of individuals in 
it who are somewhat unsatisfactorily described as the people of 
Great Britain and Northern Ireland. These people, he might say, 
are selling in the market of the world, and he is thinking of them 
for the moment as producers and sellers rather than as a self- 
contained and self-supporting community. Adopting this rather 
mercantilist attitude, he seems almost to accept Mr. Thomas’s 
view that “‘ we must find customers for what we produce,” instead 
of the much more practical maxim that we must produce what 
our customers, present and potential, want. If we have to change 
our exports, it will not be for the first time ; raw wool was a staple 
export from England far longer than coal or cotton goods have 
been. It is not dangerous optimism to believe that the next 
generation and the next but one in this country may serve the 
foreigner in some more pleasant and lucrative manner than by 
hewing coal for him in third-rate mines. Far better surely, pace 
Mr. Lloyd George, even to provide the natives of Africa with the 
bicycles they are ready to pay for. The African market is likely 
to develop enormously for many things which could be well 
supplied from this country. 

But even if it were impossible to replace one set of exports by 
another, there would be no reason for obstinate adherence to 
export trades which had ceased to provide as good a living as 
trades for domestic consumption. The only object of exporting 
is to buy imports with the money for which the exports are sold, 
and if some export trades disappear or shrink, some trades supply- 
ing home consumption will come into being or expand because 
they will produce goods to take the place of some that 
were previously imported. The protectionist will see what he is 
always clamouring for—production at home of things formerly 
imported—though he will not have the satisfaction of attributing 
it to his nostrum of protection, and will be puzzled to find it 
resulting from what he regards as disastrous, a falling off of 
exports. It may be that as “ a general rule,” or, to put it more 
definitely, in a majority of cases, beneficial redistributions of 
labour as between countries are in the direction of greater 
specialisation, and therefore of international trade, but this 
is no economic law; it will often happen that a change in 
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the opposite direction is made desirable by some change of 
circumstances. 

There is, in fact, no reason whatever for supposing that 
transference of labour from the depressed trades cannot take 
place like the transference from the munitions trades, except 
that it has not yet been completed—we know that it has been 
begun, not only from the little contingent furnished by the 
Industrial Transfer Board, but also from the more remarkable 
fact that the former rapid increase of Glamorganshire’s population 
has recently been turned into a decrease. That the transfer lags 
so far behind that from the munitions industries is obviously to 
be explained by the facts that the munitions demand ended 
abruptly with the war, and was not revived by subsequent occur- 
rences like the occupation of the Ruhr, and that specialisation of 
persons and places was not nearly so great an obstacle in the one 
case as in the other. The transfer now required is more difficult 
and will take longer, but that is not to say it is.either altogether 
impossible or impossible without creating unemployment in other 
trades. 

From my window I can see a house in which the daughter of 
a Welsh miner is making good, and as I finish this review I hear 
a buzzer (or hooter, as we call it) releasing a goodly number of the 
Board’s transferees for their dinner hour. I know that in this 
exceedingly prosperous town, which exports education, Bibles 
and motors, and which has recently grown greatly by immigration 
from other parts of the country, there are persons so much under 
the spell of the lump of labour fallacy and a misguided parochial 
patriotism that they imagine that every immigrant has kept an 
Oxford boy or girl out of a job. I greatly regret that Professor 
Clay has done something to encourage this obstructive heresy 
and to discourage governmental effort to assist movement from 
the depressed areas and industries. 

EDWIN CANNAN 














SOME NEW FEATURES OF GOLD MOVEMENTS 


WHEN in 1925 Great Britain restored the gold standard even 
the most optimistic adherents of the system reckoned with con- 
siderable initial difficulties. It was generally realised that, in 
view of the fact that the number of free gold markets was small, 
an unduly large proportion of the burden of the increased gold 
demand would have to be borne by London. That those respon- 
sible for the return to gold were aware of the probable extent of 
the difficulties during the transition period is shown by the fact 
that substantial dollar credits were secured for the purpose of 
supporting sterling in emergency. Until about the end of 1928 
these difficulties were well within the limits of anticipations. 
The removal of the embargo on foreign issues at the end of 1925, 
the General Strike and the Coal Strike in 1926, and the menace of 
heavy French gold withdrawals in 1927, were weathered without 
undue trouble. As since 1925 a number of countries have returned 
to gold, thereby broadening the basis of the system, it appeared 
justifiable in 1928 to believe, without exaggerated optimism, that 
the period of initial difficulties was over. 

The year 1929 brought, however, a complete disillusion- 
ment in this respect. Three important countries—Argentina, 
Canada and Australia—found it necessary to suspend the gold 
standard. The volume of international gold movements has 
increased considerably, as a result of the operation of abnormal 
factors, notwithstanding a decline in the volume of special 
transactions, brought about by the progress in the co-operation 
between central banks. It has become evident that, four years 
after the restoration of the gold standard, disturbing influences 
are still at work, though they may have changed their character. 
What is even more important, the experience of the past year 
revealed the existence of new disturbing factors which cannot be 
regarded as temporary. They are the outcome of the changed 
conditions since the war, and some of them are likely to prove 
permanent, while others are likely to remain in existence for 
many years. 

One of these abnormal factors is the progress of international- 
isation of Stock Exchange speculation. Before the war, inter- 
national intercourse in stocks and shares was largely confined to 
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regular arbitrage transactions in a comparatively limited number 
of securities which were quoted in several countries. The number 
of people taking an interest in international speculation was 
small, and their total transactions, even during periods of booms, 
were seldom sufficiently large to affect the international monetary 
situation. During the last few years, however, speculation on 
foreign Stock Exchanges has become very popular, not only among 
professional elements, but also among all classes of investors. 
European speculation in New York was the most characteristic 
but by no means isolated example of this new tendency. 

Another abnormal factor affecting gold movements is the 
increased popularity of interest arbitrage—and the international 
shifting of funds to take advantage of higher rates of interest paid 
on short loans in foreign money markets. No individual capitalist, 
or even industrial or commercial enterprise, would have thought in 
pre-war days of transferring their balances abroad for temporary 
investment in short loans for the sake of a difference in interest 
rates. Although banks have always endeavoured to obtain a better 
yield on their liquid funds by shifting part of them to centres where 
short-term loans commanded higher rates of interest, the extent 
of their operations of that kind was comparatively small until 
after the war. The general adoption of telegraphic transfers and 
trunk calls in foreign exchange dealings has facilitated interest 
arbitrage to a very great extent, while the development of a 
forward exchange market has also been very helpful in that 
respect. Moreover, as since the war most banks have built up 
large foreign exchange departments whose activities have been 
curtailed by the decline of speculation in exchanges, the staffs 
of these departments, anxious to keep themselves employed and 
to produce a profit are eagerly watching every fractional discre- 
pancy providing an opportunity for interest arbitrage. 

As Stock Exchange booms are usually accompanied by rising 
money rates, the two new factors—the transfer of funds by those 
engaged in international speculation and those seeking to obtain 
a higher yield on short term loans—usually operate simultaneously, 
and tend to stimulate each other. Their combined influence would 
make itself felt in the international money market even if con- 
ditions were otherwise entirely normal. At present, when even 
the factors of gold movements which had existed before the war 
are far from settled, and when the comparatively inadequate 
supplies of gold have to face in any case an abnormal demand, 
the appearance of the new factors is particularly important. They 
were—directly or indirectly—responsible for the abnormal gold 











58 THE ECONOMIC JOURNAL [MARCH 


movements which eventually compelled three countries to 
suspend the gold standard; for, apart from the direct interest of 
these countries in Wall Street speculation, which was substantial, 
especially in the case of Canada, the lure of high call money rates 
diverted funds to New York which would have otherwise gone to 
or remained in those countries. It nearly brought about a 
collapse of the German currency, owing to the virtual suspension 
of German long-term borrowing abroad. For the same reason, 
it threatened the stability of the currencies of Poland, Austria 
and a number of other countries. It also delayed the restoration 
of the gold standard in several countries. 

The effect of the new factor on the monetary situation of 
Great Britain is too well known to require detailed description. 
The weakness of sterling and the heavy loss of gold during the 
first three quarters of 1929 were largely the result of British and 
continental speculation in Wall Street and of the transfer of funds 
to the New York call money market. It necessitated the increase 
of the bank rate to 64 per cent. during a period of trade depression 
—a fact which requires no comment. 

The example of the Wall Street boom of 1928-29 gives thus 
an idea of the importance of the new features of gold movements. 
Whenever there is a boom in any of the foreign Stock Exchanges 
the same experience may repeat itself to a greater or less extent. 
As the habit of buying shares quoted in foreign markets has been 
acquired by investors, large and small, the chances are that we 
shall witness the reappearance of the new factor before long. 
It seems probable that the excessive hoarding of gold in France, 
through its effect on money rates, and through the creation of a 
wave of optimism towards French trade prospects, will result in 
a boom in the Paris Bourse. Funds of speculators and short 
loans will then flow to France, and will result in a corresponding 
movement of gold which, in turn, will further feed the boom. 
Germany’s turn will also come sooner or later. Thus, it seems 
probable that, within the next few years, while general conditions 
are still far from normal, we shall experience more than one period 
of difficulties caused by the new kind of “ gold rush” towards 
countries where it is the least welcome. The new factor may 
repeatedly disorganise the international money market, and Great 
Britain is likely to become again one of the chief victims of its 
disturbing influence. 

Undoubtedly, an all-round increase of the margins of gold 
stocks in countries on a gold basis, and an increase of the number 
of free gold markets, together with a more even redistribution of 
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gold supplies, will mitigate in the long run the effect of such shocks 
administered by the new factor upon international monetary 
stability. The disturbing influence will remain nevertheless in 
existence, and will constitute a potential danger, or at least the 
source of considerable inconvenience. Its significance in the long 
run lies in the fact that, unlike other disturbing influences, it does 
not carry its own corrective, The factors of gold movements 
operating before the war automatically set into motion forces 
tending to neutralise their disturbing effect. If the amount of 
currency was excessive, low rates of interest and/or high prices 
resulted in an outflow of gold which eliminated the surplus. If 
commodity prices were falling in relation to the world level, the 
influx of gold brought about by the effect of the tendency upon 
the trade balance checked the fall, etc., etc. The working of the 
monetary system before the war provided a full justification of 
the theory of economic harmonies put forward by the Optimistic 
School of the nineteenth century. Carey and Bastiat would find 
it, however, most difficult to defend their thesis in the light of 
the new experience. The new factors of international gold 
movements do not set into motion any forces tending to readjust 
the excesses of the phenomenon responsible for setting it into 
motion, 7.e. the exaggerated Stock Exchange boom. On the 
contrary, it tends to accentuate the excessive rise of stock prices, 
and to increase the adverse effects of the inevitable slump. 

The effect of the Wall Street boom and the subsequent slump 
on international gold movements may be quoted as a characteristic 
example in this respect. While the American authorities were 
anxious to restrict credit in order to check the boom, the inflow 
of gold caused by the buying of American shares and by the 
transfer of funds to the New York market of brokers’ loans frus- 
trated their efforts. A rise of interest rates caused by the official 
policy tended to accentuate the influx of foreign funds which 
resulted in an unwanted influx of gold. This, in turn, tended to 
encourage speculation through its psychological influence, even 
if its direct effect was neutralised by the monetary authorities. 
When the turn of the tide came, the withdrawal of foreign funds 
from New York resulted in an efflux of gold which was as inoppor- 
tune as was the influx during the boom. Although the arrange- 
ments made by the Federal Reserve authorities prevented the gold 
efflux from bringing about a contraction of credit, its psychological 
effect was decidedly responsible for the accentuation of the slump, 
and for the general feeling of pessimism as to trade prospects in 
the United States. Thus, while the gold movements provoked 
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by the fluctuation of commodity prices tend to readjust com- 
modity prices, those provoked by the fluctuation of stock prices 
tend to accentuate these fluctuations. It is particularly unfor- 
tunate that this inherently evil factor of gold movements should 
appear at a time when there is more than enough trouble with the 
abnormalities of factors which existed before the war. 

Whereas the elimination of other disturbing factors is merely 
a question of time, there seems to be no prospect for the dis- 
appearance of the new factor. The popularisation of international 
speculation in securities is in accordance with the fundamental 
tendency of internationalisation of finance, which has been making 
rapid headway since the war. We have acquired better know- 
ledge about each other’s conditions, and have established innumer- 
able new channels through which capital is enabled to cross 
political frontiers. This tendency has undoubtedly considerable 
advantages, but at present we feel its inconveniences to a greater 
extent than its beneficial influence. It is difficult to suggest any 
remedy against the new disturbing factor. While it is possible 
to check the international flow of funds by means of embargoes 
on foreign issues, there are no means of preventing the investor 
from buying shares abroad or from transferring his balances to a 
money market which allows a higher interest. We are entirely 
helpless against the new factor; all we can do is to hope that, in 
the course of time, our position will strengthen sufficiently to 
enable us to stand the strain of its influence without undue 
difficulties. 

The factor of international movement of funds as a result of 
international speculation and interest arbitrage has caused, and 
is likely to cause, considerable inconvenience to practically every 
country. There is, however, another factor affecting gold move- 
ments, whose evil effects are largely confined to this country. 
This factor is the discrepancy between the rate of direct taxation 
in various countries. 

In most countries, taxation is considerably lower than in Great 
Britain. The discrepancy is likely to widen rather than decline 
during the next decade or so, as most countries are likely to make 
considerable reductions in their direct taxation. In fact, many 
of them have already carried out important reductions during the 
last year or so. In this country, on the other hand, the best 
taxpayers can hope for is that there will be no increase in the rate 
of income tax and super-tax. Even in that case the difference 
between taxation burden in this country and abroad will widen, 
and the temptation of taxpayers to live abroad will increase. 
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Since the war, Great Britain has lost already many thousands of 
people who settled abroad in order to avoid the payment of 
income tax. As in the case of the international movement of 
funds, better knowledge of conditions abroad has large contributed 
to this development. A further reduction of taxation abroad is 
likely to stimulate the emigration of those who are not tied 
down to residence in this country by the nature of their occupation. 
As a result, there will be a constant outflow of funds which will 
tend to bring about a considerable efflux of gold. 

The evil effects of this factor would strengthen to a great extent 
if direct taxation were to be increased in this country. While 
the influence of declining taxation burden abroad is gradual, an 
increase of income tax or super-tax would produce an immediate 
strong adverse effect. The response to an additional 6d. to the 
income tax, or to a reduction of the minimum income liable to 
super-tax to £1,500 would bring about an immediate heavy 
outflow of capital, and the depreciation of sterling thus caused 
would result in a considerable efflux of gold. ~ P 

The factor of discrepancy in taxation has been operating 
slowly but steadily ever since the end of the war. Its strength 
became accentuated by the advent of the Labour Government, as 
a result of the anticipation of higher taxation. Even if this 
anticipation proves to be too pessimistic, the impossibility of 
following foreign countries in the reduction of taxes will in itself 
tend gradually to accentuate the factor. In order to protect the 
gold stock against the efflux caused by it, the central institution 
will have to maintain a high bank rate. This again would prevent 
a reduction of taxation burdens by means of advantageous con- 
version operations, and would handicap the increase of taxable 
income as a result of a trade revival. We are thus faced by another 
example of the case in which the gold efflux fails to set in motion 
forces tending automatically to counteract the adverse factors 
responsible for it. As in the case of the movement of funds 
through international share speculation and interest arbitrage, 
the gold movements caused by this new factor tend to accentuate 
the anomalies instead of mitigating them. 

While the factors of international speculation and interest 
arbitrage affect every country, the factor of discrepancy in 
taxation places this country at a disadvantage as compared with 
its rivals. If the outflow of funds necessitates the maintenance 
of a higher bank rate than that of rival money centres, London 
will lose a substantial part of her international banking activity. 
This would mean the loss of one of the principal advantages for 
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the sake of which the gold standard has been restored at the price 
of heavy sacrifices. 

Another new factor of gold movements—which is, it is hoped, 
of a temporary nature—is the political factor. As most countries 
on a gold basis work with a narrow margin, it is possible to cause 
them considerable inconvenience by means of withdrawing gold 
from their central banks. Thus, any Government which is in a 
position to withdraw gold from a foreign centre can make use of 
this weapon for the purpose of causing political pressure to bear 
upon another Government. If the withdrawals of gold are made 
under the disguise of commercial transactions it is most difficult 
to ascertain the responsibility of the Government in question. 
Moreover, if a foreign Government or a central bank possesses 
large balances in a financial centre it is legally entitled to with- 
draw them, no matter how embarrassing these withdrawals may 
be to the centre concerned. The only way to induce it to exercise 
the right of withdrawing its funds with due discretion is by means 
of concessions of a political or economic nature. Otherwise the 
centre concerned is exposed to withdrawals of gold irrespective 
of the monetary situation, against which it is useless to attempt 
to defend the gold reserve by means of an increase of the bank 
rate. Political considerations were rightly or wrongly believed to 
have been largely responsible for a great part of recent gold move- 
ments, though it is impossible to ascertain the exact part they 
played. Many people see more than mere coincidence in the fact 
that the unfavourable change in the Anglo-French relations 
brought about by the advent of the Labour Government was 
accompanied by heavy French gold withdrawals which did not 
cease until the end of the year 1929, when better understanding 
was established between the two Treasuries. Even if this theory 
is rejected, it is beyond doubt that semi-political considerations 
of prestige are largely responsible for the French Government’s 
endeavours to accumulate a large gold stock far beyond immediate 
requirements. 

In all fairness it ought to be recognised that up to now the 
extent to which the French authorities have made use of the 
exceptional power represented by their capacity of withdrawing 
gold from abroad has been comparatively small. Although French 
gold purchases have undoubtedly been causing a great deal of 
trouble during the last three years, if we bear in mind that France 
is in a position to bring about the suspension of the gold standard 
in any country with the exception of the United States, we have 
to arrive at the conclusion that up to now she has merely reminded 
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the world of the possession of her weapon without actually using 
it. It is, of course, contrary to her economic interest to cause 
trouble, but France is a country where political considerations 
usually overrule economic considerations. 

It is reasonable to assume that, once the redistribution of gold 
is completed, the political factor will lose much of its present im- 
portance. Meanwhile, however, it is causing considerable in- 
convenience. The co-operation between central banks has so 
far failed to produce any remedy against this evil, for it is only 
directed against special transactions, while the political factor 
operates by means of influencing commercial transactions. 

There is, therefore, always a possibility that, in addition to 
the new economic factors of gold movements, which are likely to 
trouble the international money market for decades to come, the 
political factor will also cause further complications. It is left 
to be seen whether the co-operation of central banks—which is 
expected to strengthen through the establishment of the Bank 
for International Settlements—will be able to reduce the influence 
of these new factors within reasonable boundaries. 
Pav. E1nzie 















HAS FOREIGN INVESTMENT PAID? 


As unemployment is our main problem, I have been wonder- 
ing in that connection whether our overseas lending policy has 
been too haphazard as to destination, or too undiscriminating, or 
even taken beyond the limits of prudence. 

Has an appreciable amount of British savings passed as a gift, 
in the form of exports, to overseas borrowers? Are we wise to 
invest abroad the whole of our overseas trade net credit balance ? 
Ought we to try to bring home a considerable portion of it in form 
acceptable to ourselves, and invest it here? And if so, what 
proportion of the net balance ? 

I want to examine the theory that if we lend less overseas, 
and if we also increase our imports, bringing them home in a 
form selected by ourselves so as to suit our purposes, there would 
be no resultant decrease of our exports. If the theory is sound, 
then I think home employment would benefit by its application, 
and increase of national wealth would result. 

Our overseas investments in pre-War times were placed at 
£4,000 million. It is estimated that owing to the War we parted 
with £1,000 million of our overseas investments. 

Last year, at the request of the Association of British Chambers 
of Commerce, I published an explanation of our overseas trade 
balance. Among the figures I then examined was the nominal total 
amount of British-owned overseas investments upon which we 
received income. Omitting private-adventure money, it was, in 
1927-8, roughly £4,000 million. That is to say, nominally the 
same amount as before the War. 

During the last fifty or sixty years we have year by year 
invested abroad very large sums. These sums consisted not only 
of credit balances accruing on the trade and financial transactions 
of each year, but also of large capital sums derived from our 
industry. The credit balance for 1913 has been estimated at 
about £180 million—a figure probably much above the average. 
What the average annual overseas trade net credit balance was 
we do not know. 

I wish the Committee of Civil Research would set a team of 
young statisticians to work to find out the truth. Let us assume 
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an average credit balance of only £100 million invested abroad 
annually. This average would in sixty years aggregate to £6,000 
million, and that sum would only account for overseas trade 
credit balances. Whatever that total may be, our surviving 
overseas investment of £4,000 million appears alarmingly small. 

It would still be small even if private-venture money (say 
another £500 million) were added. Money has been continually 
invested overseas in private ventures, as well as in joint-stock 
enterprises. What has become of the vast unknown sum which 
represents the difference between our present possession of £4,000 
million and the aggregate of sixty years of overseas investments ? 
Refunding loans have been left out of the account, as they con- 
stitute no fresh obligation on the borrower. 

In my opinion, a good part of the original “ new ’-money 
overseas loans has been lost. Those original loans went over- 
seas in the form of exports. Many of the loan certificates issued 
by the borrowers and received by our investors are to-day value- 
less. The exports, paid for by loans made by us and defaulted 
upon by the borrowers, have, in effect, been a free gift by us to 
the borrowers. Do we realise that ? 

Let me give an example of what I mean. Many USS. rail- 
roads after 1868 borrowed in Britain large sums for development. 


* Most of those same railroads went later into the hands of a 


Receiver, with the result that those British investors who held the 
relative U.S. railroad securities lost their money. Remember 
that while Britain was investing “‘ new ”’ money in those days in 
U.S. railroads our exports increased greatly. Exports were 
created by the original loans. We rubbed our hands in satisfac- 
tion at the Board of Trade returns showing yearly increases of 
exports. But did we realise that exports in such circumstances 
ultimately constituted private and public losses to Britain ? 
Although, for example, our rail-makers received payment for the 
rails they sold, the money came out of the funds provided by 
British investors, and as the railroad securities received by our 
investors eventually became securities in bankrupt railroads, 
Britain as a whole received no payment for those rails. 

Would it not have been better for Britain if we had not placed 
our savings in those particular loans? It is plain that many of 
the exports created by those original loans were ultimately never 
paid for, and that they became a gift to the United States from 
Britain. 

If our savings had been placed in British home loans, and had 
extended home undertakings to increase our efficiency, and if 
No. 157.—VOoL. XL. F 
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there had then been a bankruptcy of those undertakings, the fixed 
assets upon which the money had been expended would at least 
have been possessed by us here in Britain. But as the savings 
were invested in United States railroads, and lost, the result was 
that we lost our savings in the form of exports, although the 
railroads still exist in the United States. Thus the United States 
benefited, and not ourselves who provided the money to build 
the railroads and develop the United States. 

Similarly, we invested money in Egypt before 1882; in 
Turkey, in Eastern and Central Europe before 1913, in parts of 
Central and South America, in Asiatic and Central American 
railroads, and in other investments all over the world. The 
aggregate is vast. Much of it is a dead loss to the British investors, 
and to the nation itself. But the money, although lost by us, 
has developed the countries in which it has been sunk. 

Before the War we invested in Russia a sum in the neighbour- 
hood of £300 million. Many millions were lent prior to 1913 to 
develop Mexico. Our pre-War trade returns reflected increased 
exports as a result of those loans. What is there now to show for 
£400 or £500 million invested in Russia and Mexico? Take the 
case of certain railroads in Russia and Mexico. The savings of 
British investors built or extended those railroads. They have 
for many years given no return on the money so borrowed. We 
hold securities of the railroads worth little more than waste- 
paper, representing British exports. Thus the railroads created 
in such foreign countries by our savings were gifts by us to 
those foreign countries. It would have been better for British 
investors in those railroads had they kept their money and 
invested it at home, and had not provided exports as gifts to the 
overseas borrowers. 

The Committee of Civil Research should ascertain whether the 
nation has been living in a fool’s Paradise it an appreciable por- 
tion of the value of the exports shown in the trade returns has 
ultimately never been received by us as a nation. Has money 
been wasted in overseas loans that might have been put to useful 
purpose at home ? 

When British investors have lent ‘“‘ new ’’ money to overseas 
borrowers, and the money has ultimately left us in the form of 
British goods, that is all right up to that point. But if the over- 
seas borrowers eventually default on the paper obligations 
given by them to British investors who had provided their savings 
as payment for the British goods so exported, then those British 
goods have been paid for by the British investors, and pre- 
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sented by them as gifts to the overseas borrowers. There are 
those who go so far as to say that in some cases loans by British 
investors to foreign borrowers have not only been lost by us, but 
have helped foreign countries to develop the production of 
manufactured goods now sold in competition against our own 
manufactured products. 

You cannot dictate to the British investor where or how he 
should invest his money. But if our haphazard overseas-lending 
policy in the past has in some degree been wasteful from lack of 
expert guidance as to which is the direction of investment most 
beneficial to us, then a team of expert economists should analyse 
the facts and lay the result_before public opinion. Public opinion 
can be left to do the rest without interference. 

We receive £285 million per annum as income on our surviving 
nominal total of £4,000 million of overseas investments: that is 
to say, a yield at the average rate of 7 per cent. I say nothing 
about the capital lost abroad which yields nothing, and would 
reduce the average 7 per cent., if taken into calculation. We 
have preferred to try to earn 7 per cent. abroad rather than 5 per cent. 
at home. But has it paid us to ignore our losses and on our surviving 
overseas investments to accept the 7 per cent., employing over- 
seas labour, rather than 5 per cent. at home, employing home 
labour ? ; 

It is, of course, essential for us to invest abroad in order to 
develop the British Empire and to increase and cheapen our 
supplies of food and raw materials from foreign countries, who in 
turn are valuable customers of ours. We also need to create a 
reserve chest for overseas payments in time of war. But what I 
want to know is, how much have we lost by undiscriminating 
lending to overseas borrowers, and whether our home employment 
has suffered thereby? Are we investing in the right direction ? 
Are we investing abroad too large a portion of our overseas trade 
net credit balance ? 

That is a question of degree. What is the degree ? 

Experience has shown that we do lose overseas a portion of our 
investments. Would it not be better to lose that portion at 
home ? 

Our expenditure on new houses over the last nine years has 
enabled us to bring home in form acceptable to ourselves perhaps 
£350 million of our overseas trade credit balances. Much of this 
sum would otherwise have been invested overseas to earn, let us 
say, 7 per cent. per annum. Our housing policy has created an 


increase of acceptable imports. But as the new houses could not 
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be exported they created no fresh exports with which to pay for the 
imports they calledfor. The result was that our overseas trade net 
credit balances sank to a relatively low figure for several years prior 
to 1928. The house-building policy giving rise to the increase of 
imports created employment in the building and co-operant 
trades. It has left us with assets in the form of new houses, instead 
of increased overseas investments, good or bad. But what proof 
is there that this house-building policy decreased or checked our 
exports ? 

Our overseas trade net credit balance for 1928 was £149 million. 
Part of it was immediately invested overseas where it was earned ; 
and while the remainder was brought home for dividends, head 
office expenses, and so on, an equivalent sum was lent to overseas 
borrowers. Thus, in effect, we may regard the whole overseas 
trade net credit balance as being invested abroad. 

Let me use the 1928 figure to illustrate my point. Suppose we 
do not invest the whole of our £149 million of overseas trade net 
credit balance in fresh overseas loans. Suppose we leave some 
of the non-British overseas would-be borrowers to obtain their 
loans elsewhere than from us. Suppose we then find convenient 
means to bring home in form advantageous and acceptable to 
ourselves part of our overseas trade net credit balance. Will not 
credit here then in the first place be cheapened, and become more 
plentiful for home investment? Will it not seek employment in 
industry, and so stimulate productive extensions at home, and 
more employment for labour? Will it not therefore cheapen the 
cost of the goods produced, and, in this way, enable us to extend 
our export trade? Our great need is to increase our export trade, 
and the clog on our export trade is that our goods are too dear. 
And if our savings are invested here, and lost here, will not the 
fixed assets which the investments produced at least remain here 
as an asset of some value to us ? 

It looks to me as if we may have pursued an undiscriminating 
overseas-lending policy in an unwise direction, and beyond the 
limit of prudence. Bearing in mind the object lesson of the 
influence of the house-building policy on our imports, I think 
that we must now analyse our overseas-lending policy and its 
effect, so that we may be enabled to eliminate what may prove 
to be an hitherto undetected flaw in our economic system. 

ARTHUR MicHAEL SAMUEL 
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THE ACTIVITIES OF THE FEDERAL FARM BOARD IN 
THE UNITED STATES! 


CurRENT high points of the Federal Farm Board situation are 
as follows : 

The Agricultural Marketing Act is one of the most radical laws 
ever enacted in the United States, because it provides Government 
aid and subsidy in the form of hundreds of millions of dollars for the 
reorganisation of the machinery of marketing all kinds of agricul- 
tural products. The actual development of the programme 
specified in the law will require five, ten, fifteen or more years. 
The first steps, now being taken, towards materialisation of the 
programme are painful to many lines of the agricultura] trade and 
to interests indirectly associated with these lines, not so much 
because of the immediate dislocation of private agencies but 
because of uncertainty and fear as to what will transpire in the 
near future. 

The Federal Farm Board, which has charge of administering 
the law, is a distinctly conservative body, squeezed between 
radical mandates and essential sympathy for private interests. 
The policies adopted by this Board are practically more important 
to the business community of the entire nation than the law itself. 

The Board has many important jobs ahead, but the big 
immediate task is to create central co-operative marketing 
agencies, as distinguished from merely local co-operatives. The 
whole trend of Board policy during the next year will be towards 
fostering of these central (or national) agencies, farmer-owned and 
farmer-controlled. 

Certain private trading companies will gradually be forced 
out of existence, or will find their business seriously curtailed. 
This is a long-range probability, however, not an immediate 
situation. Many tradesmen, especially in wheat, are at this time 
more fearful of ruin than they need be. 


Credit Terms 


Practically unlimited Government funds are available to 
co-operative marketing systems at the “‘ subsidy rate ”’ of a little 


1 This Memorandum was compiled for the information of their Subscribers 
by the Standard Statistics Company of New York. 
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more than 34 per cent., as compared with the rate of around 6 per 
cent. paid by private agencies. This is the big point of the present 
agitation by private business against the Farm Board. It should 
be remembered that the law is primarily responsible for this, 
not the Board. 

Abnormally cheap Government money will not be available 
to farmers themselves or to their local co-operatives which are in 
competition with local private dealers. By the time the Govern- 
ment credit flows through the arteries of central co-ops, then 
through the capillaries of the regional and local co-ops to the 
farmer, the money will accumulate costs so that the rate to the 
farmer wili be comparable to the private rate. Nevertheless, the 
boon of ample cheap money to co-operative systems, as distin- 
guished from existing private marketing systems, is certain to give 
the co-ops a big advantage over private competitors. 

Banking and bankers will not be much affected. Private 
credit available from them will be used to the maximum, and 
Government credit will be essentially supplemental. This is an 
important point of Farm Board policy, not required specifically 
by the law, therefore indicative of Farm Board conservatism. 

“Orderly marketing” is the slogan of the Board. This 
means perfection of the mechanics of distribution under natural 
laws of supply and demand, with some qualifications and excep- 
tions. It means that the Board does not look with favour on 
expedients commonly called “ artificial.” Stabilisation corpor- 
ations, for example, are not favoured by the Board and will not 
be countenanced for an indefinite time in the future. This is 
displeasing to those farmers who adhere to the equalisation fee 
and export debenture schools of thought, but it is reassuring to 
conservative private interests. 

For the present, the Farm Board is concerned primarily with 
creating new co-operative machinery for distributing what farmers 
raise. Later it will give attention to the problem of how to get 
farmers to raise less of those crops of which a national surplus 
exists. This is a psychological, economic, statistical, social, 
philosophical and educational problem, which will not be settled 
in less than a decade or two or three. 

The Farm Board is faced by a condition of universal surface 
sympathy accompanied by universal scepticism and suspicion. 
Open minds are accompanied by crossed fingers among practically 
all groups affected by the Board and its policies. This refers quite 
as much to farmers as to private business interests. 

It is obvious that no one knows or can know at this time how 
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the whole situation will turn out. There are sincere convictions 
both ways or all ways, but there is no basis for demonstration 
that any are right. This is deliberately stated in such a negative 
fashion in order to destroy the desires on the part of many persons 
to be told precisely what will transpire from this new national 
policy—undoubtedly the greatest economic experiment ever 
undertaken in the United States. 


The Law 


In order to understand the Farm Board and its policies, it is 
necessary to consider first the law, the Agricultural Marketing 
Act. This measure was passed by Congress after eight years of 
agitation by farmers for “ equality,” and was substituted for the 
equalisation fee principle. There are those who regarded McNary- 
Haugenism too radical an experiment for this conservative 
country, and some of those now think it would have been less 
radical than the law finally agreed upon as a compromise. 

The Agricultural Marketing Act does not put the Government 
into the business of handling farm products, but it does put the 
Government into the business of creating co-operative marketing 
agencies of farmers which ultimately are expected to dominate 
their respective crop markets, and of financing these agencies, 
and of supervising all their activities when they are borrowers. 
The Government, acting through the Farm Board, becomes a sort 
of holding and management corporation, with a whole flock of 
co-op distribution companies under its wing. The Government 
will not dictate each act, but it will supervise and advise. When 
recommendations are offered by a body which is lending capital, 
the advice is likely to be accepted. 

Thus the Government will be in position to say, in substance: 
This is the price for which to hold; this is the price at which to 
sell; this is the line of expansion; here are the private physical 
facilities which should be bought or leased; this is the fair price ; 
this is the proper contract; here is the money with which to do 
all these things. 

A legalistic analyst of the Agricultural Marketing Act will 
find in its blanket powers for the Federal Farm Board to do almost 
anything in the line of reorganising the marketing of agricultural 
products, followed by certain blanket limitations, qualifications 
and provisos. Much of this is political rhetoric, yet the time will 
come when the rhetoric must be interpreted as to original legis- 
lative intent. Here lies the joker, and also the cause for thanks- 
giving that the Farm Board as now constituted is conservative, 
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For example, the Government might finance farmers’ co-ops in 
the manufacture of flour, breakfast foods, cotton yarn, woollen 
clothing, linseed oil, bacon, lard, noodles and granulated sugar. 
These are not exaggerations; the Farm Board could do precisely 
this, if it chose, but it chooses not to do so. 

The principal functions of the Board, for immediate con- 
sideration, are these : (1) to minimise speculation ; (2) to prevent 
waste in distribution; (3) to aid in preventing and controlling 
surpluses; (4) to encourage the organisation of “‘ producer-owned 
and producer-controlled co-operative associations.” 

The first function, to minimise speculation, is too big a job to 
be tackled off-hand, and the Board is approaching the matter 
solely through machinery of co-operative marketing associations 
which in themselves are expected to minimise the theoretical bad 
effects on the farmer of speculation. 

The second function, to prevent waste, is also a big and long- 
time job and is being approached through co-operatives. 

The third function, to prevent and control surpluses, involves 
two things—limitation of acreage, for which present plans are 
very vague; and manipulation of a national surplus so that the 
domestic price might be higher than the world price. This is tied 
up with the subject of stabilisation corporations, and the Farm 
Board is strongly opposed to these, although many farmers’ 
groups want them and criticise the Board for its lack of interest. 

The fourth function, to encourage organisation of co-oper- 
atives, is really the big point of the immediate programme. 

Emphasis should be given the Board’s intention to focus on big 
central agencies which can dominate their respective commodities 
rather than on small local co-ops. The Board is devoting principal 
attention to terminal market agencies, permitting the hinterland 
co-operative agencies to fall into the programme in due course. 


Loan Policies 


Many specific powers of the Board to accomplish its purposes 
may be ignored in the present discussion and attention directed 
to the lending of Government money. A sum of $500,000,000 
was authorised by Congress. A sum of $150,000,000 was actually 
made available for use. Of this latter amount, the Board has 
agreed to lend approximately $53,000,000, but it has actually paid 
out less than $12,000,000. The loan policy is not made, but is in 
process of making, and it provides most of the current controversy. 

Four kinds of loans can<be made : 


(1) For clearing house associations. These are contemplated 
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mainly for fruits and vegetables, but no plans for them have been 
made and no loans considered. 

(2) For financing membership extension movements by 
co-operatives among farmers. No loans for this purpose have 
been made, but a comparable purpose is supposed to be served by 
the supplemental loans, mentioned below, under (4). 

(3) For enabling co-operatives to acquire physical facilities, 
such as warehouses, processing plants, elevators, etc. A very 
few of these have been made and in small amounts. They are 
to be repaid by amortisation in twenty years. 

(4) For enabling co-ops to advance to their members a larger 
proportion of the market value of produce turned into the co-op 
by the member than would be possible under other financial 
arrangements such as private bank loans and intermediate credit 
bank loans. These are the “‘ supplemental loans” which are 
the subject of so much discussion at present, particularly on 
wheat. They require some detailed explanation. 


Supplemental Loans 


One difficulty co-operatives have always had in competing 
with private buyers of farm produce is that the co-ops cannot 
advance to members (farmers) as large a proportion of the value 
of produce as the private dealer can pay in an outright sale. 
Many farmers consequently have preferred to sell their crops, 
get their money and close the sale with private dealers rather than 
to deal with co-ops, which, by holding, might expect to obtain 
ultimately a higher price. 

It is now proposed to overcome this difficulty through Farm 
Board loans which may be piled on top of credit obtained from 
other sources, such as private banks and intermediate credit 
banks. The Government loans thus ‘“‘ supplement” the other 
loans. 

These supplemental commodity loans have been made by the 
Board mainly to relatively big co-ops at the rate of around 3} to 
38 percent. The big co-op is then expected to make loans of its 
own to subsidiary local co-ops at a higher rate, sometimes being 
as much as 2 per cent. above the Government 3} per cent. rate, 
totalling up to 5} percent. The local co-op then uses these funds 
to increase the advance to individual farmer members. Thus, 
these advances are loans and not outright payments. The farmer 
pays interest on them at the rate of perhaps 5} per cent., and a 
comparable rate is borne by other loans obtained from private 
banks or intermediate credit banks. The local independent 
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dealer must pay around 6 per cent. for his money, but it is apparent 
that there is not a wide difference between the costs of money to 
the local neighbourhood co-op and to the competing private dealer. 
Of course, any saving in interest charges by the regional or central 
co-operative, of which the local co-op is a member, ultimately 
will be passed back to the local. 

The benefit of cheap Government money to the local co-op 
in its competition with private dealers is not so concrete, therefore, 
as has been indicated by uproarious protests from the grain trade. 
It was over this subject that the recent flurry occurred between 
Chairman Legge of the Farm Board, Chairman Barnes of the 
Chamber of Commerce of the United States, and Chairman 
Caraway of the Senate lobby investigating committee. The 
situation still is much misunderstood. 


How Supplemental Loans Work 


How the system actually works can be shown best by an 
example in wheat. The farmer co-op member takes his grain to 
his association and is given the choice of three methods of disposal. 
He can sell it outright for the market price, he can pool it, or he 
can warehouse it for future sale and receive practically the 
market price in a cash advance. The top layer of this cash 
advance is the Government supplemental loan. 

Here enters what is popularly called the “ pegged price ’’ of 
wheat. Early in the present marketing season, the Farm Board 
declared that on the basis of world supply, wheat was too cheap, 
that if farmers could hold their wheat off the then glutted terminal 
markets the price would rise. To enable farmers to do this, and 
at the same time receive cash for their grain, the Board announced 
loan bases for the ten important terminal markets, based on a 
price of $1-18 at Chicago. This meant that a co-operative, after 
borrowing all it could from other sources, could then use enough 
of the Board’s money to enable it to make up $1-:18 and to pay 
this to the farmer. Theoretically, this is not ‘‘ pegging,” but the 
practical effect has been that enough wheat owners withheld their 
produce from the market so that the market prices have coincided 
quite closely with “ loan basis prices.” 

The truth is that very few of these supplemental loans have 
been made. Farmers and co-ops have held for $1-18 (other prices 
at other markets) merely because of the moral effect of the 
Board’s minimum price declaration, and this is one of the earliest 
examples of the Board’s tremendous influence on prices. It 
shows that the money power may be exercised without always 
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lending the money. The test of whether the Board guesses right 
or guesses wrong on price remains to be made, although the 
current price of wheat suggests that the Board was right in saying 
two months ago that $1-18 was an economically proper minimum 
price for wheat. 

Grain Corporation 

The Board caused to be organised the Farmers’ National 
Grain Corporation with $10,000,000 capital, headquarters in 
Chicago and offices in all principal grain terminal markets. It is 
destined to be the farmer-owned, farmer-controlled, but Govern- 
ment-supervised central agency for controlling the wheat market 
of the United States. It is the agency to which Government 
grain loans will be made wholesale at 34 or 3§ per cent., and 
through it the loans will find their way down to the farmer. 
The idea is that this corporation ultimately will actually handle a 
large proportion of the grain crop, some say 40 per cent., but this 
is a matter of time, growth and experiment. The grain corpora- 
tion is typical of other central marketing agencies which will be 
set up—one for each commodity. 

Nobody knows how long it will take the grain corporation to 
acquire control of the crop, but some officials think in terms of five 
years. It is largely a problem of getting regional co-operatives 
to engage the Farmers’ National as its terminal agent. 

While discussing grain, it may be well to say that it is a 
common question as to whether the whole system under the Farm 
Board will result in the stimulation of production. Many serious 
thinkers fear this will be the case, but the disposition of the Farm 
Board is to feel that conservative management and policies, 
accompanied by acreage limitation to be attempted some time 
hereafter, will counteract any tendency towards expansion of 
production, not only in grain but in other crops. 


Cotton 


The reorganisation of marketing facilities for cotton is com- 
parable to that for grain, although perhaps a little simpler. A 
central sales agency for cotton, like the Farmers’ National for 
grain, will shortly be established. The Federal Farm Board 
already has approved the organisation plans for the proposed 
$30,000,000 National Cotton Corporation. This agency will be able 
to buy large stocks of cotton outright, thus giving it a distinct 
advantage over local co-ops which have been prohibited by state 
laws from buying cotton; they can only market for their farmer 
members. 
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For cotton, as for wheat, a minimum “ loan basis price ”’ has 
been set, thereby providing the foundation for a claim that the 
Farm Board has also ‘“‘ pegged ” cotton. The price is 16-59 
cents per pound at New Orleans, and varies with other markets. 
Cotton prices have hovered near this point. 





Dairy Products 


When applied to dairy products, Farm Board prospective 
policies run smack up against the several large national dairy 
products combinations sometimes called “ trusts.’ Will or will 
not the new system undermine these private companies? The 
answer probably is “‘ No,” although this is based more on broad 
speculation than on any definite information from the Farm 
Board. A refinement of the question is this: Will the Farm 
Board finance co-operatives in doing retail business ? 

The Board apparently has no such practical intention, despite 
the fact that it has authority to do so under the law. The Board 
probably will limit itself to aiding in the building up of dairy 
co-ops, which will bring their products to the city gates. It 
might seem to follow logically that this will lead eventually to 
retail distribution by co-operatives having the benefit of cheap 
Government money which their private competitors do not have. 
Expediency probably will dictate a Board policy of refraining 
from encouraging such retail business, however. 

This conclusion is not four-square with the Board’s loan to a 
Cleveland milk producers’ co-operative, but that case is not 
considered a precedent and has attracted more national attention 
than it truly deserves. 

There is a strong feeling that the dairy ‘“‘ trusts” are so strongly 
entrenched, and have such efficient distributing systems, that they 
will not be undercut to any material extent by Government 
subsidised co-ops. The fate of small independent distributors is 
not so clear. It is possible that many of them will eventually be 
forced out of business or employed as agents of co-operatives. It 
is really too soon to form any definite conclusion. 

It is doubtful whether a single national co-operative sales 
agency will be created for the dairy industry. It is more likely 
that regional co-ops, associated with a national clearing house 
for dairy products, will develop. 


Other Commodities 


LivE-stock.—A central sales agency for live-stock is being 
organised, but co-op internal politics have seriously delayed it. 
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Woot AnD Mouair.—A central co-operative agency is about 
ready to be incorporated. The price of wool probably will not 
be affected. 

Fruits, VEGETABLES.—This is a complex industry, and it is 
still a question whether separate corporations should be organised 
for each fruit and vegetable, or at least related crops; whether a 
big national organisation can handle all, or whether the problem 
will be met by a clearing house. Certainly the clearing-house 
plan will eventually become necessary. 

There are so many small dealers and commission men in fruits 
and vegetables that it is inevitable that many will be driven out of 
business in future years. 

So far, ten commodities have been designated by the Board 
as lines in which co-operative organisation will take place first : 
Grain, live-stock, wool and mohair, cotton, dairy products, rice, 
tobacco, poultry and eggs, seeds and potatoes. 


Secondary Effects 

Part of the underlying theory of the Farm Board and its 
system is that within a few years many reforms will be effected in 
the marketing of agricultural products by private agencies them- 
selves, acting under the threat of intrusion by Government-aided 
co-operatives. It is felt that private dealers who are now sus- 
picious and “ offish ” will be either whipped or lured into some 
sort of voluntary co-operation with co-operatives. Such a spirit 
is certainly not apparent at the present time. 

It should be borne in mind that the Agricultural Marketing 
Act directs the Farm Board to work out reforms in marketing in 
any way possible and does not limit it solely to co-operative 
institutions. 

It will soon be evident that the Farm Board in its capacity as 
banker will impose close supervision over the co-operatives. 
Government supervision is not relished, even by those co-ops 
which need money. Anticipation of supervision is now making 
some of the better organised co-operatives reluctant to apply for 
loans. 


~ 


More Money for Farmers 

While engaging in fancy discussion on ways and means of 

improving distribution, it should not be forgotten that the plain 

purpose of the new system is to put more money into farmers’ 
pockets, thus giving them “ equality.” 

In most lines the actual profit margin in marketing or dis- 

tribution is not large. By securing this distribution profit for 
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himself the producer will not find his income spectacularly swelled. 
The fruits of the new system are expected to come rather from the 
“orderly marketing” which the Board thinks it can promote. 
The implication is that at present the marketing system controlled 
mainly by private agencies is “‘ disorderly ”’ in some lines and in 
some degree. Each unit may be efficient enough in itself, but the 
disorder arises out of lack of adequate national machinery, 
national co-operation of private agencies. Perhaps co-operation 
may be infused into privately owned and operating systems. 
“‘ Unified effort ” is the term. 


Co-Ops at Present 


The history of co-operatives is full of vicissitudes. Ten years 
ago the whole co-operative movement was considered radical and 
socialistic, and Government encouragement of them was regarded 
as dangerous. They went through a period of rapid development, 
many being organised from the top down instead of from the 
bottom up. Most of these which sought to manipulate the 
market by year-to-year holding failed in the one way or another, 
one common reason for failure being that production was stimu- 
lated until it overflowed normal channels of distribution. 

At present there are 11,400 farmers’ co-operative associations 
in the United States, most of them being local and small. There 
are very few big regional groups and only one or two which might 
be considered national. 

In 1928, all the co-ops marketed produce valued at 
$2,300,000,000, as compared with the value of all crops of 
$9,000,000,000. The two figures are not comparable, but merely 
indicate that the co-ops handle a small proportion of the total 
farm produce. 
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INCREASING RETURNS AND THE REPRESENTATIVE 
FIRM 


A SYMPOSIUM 


Note by the Editor—A number of articles have appeared in 
recent issues of this JouRNaL dealing with one aspect or another 
of the problem of Increasing Returns in economic equilibrium, 
and of the Marshallian device of the Representative Firm. We 
may mention more particularly the following : 


Piero Sraffa: The Laws of Returns under Competitive Con- 
ditions, December 1926, Vol. XXXVI. p. 535. 

A.C. Pigou: The Laws of Diminishing and Increasing Cost, 
June 1927, Vol. XX XVII. p. 188. 

A. C. Pigou: An Analysis of Supply, June 1928, Vol. 
XXXVIII. p. 238. . 

G. F. Shove: Varying Costs and Marginal Net Products, June 
1928, Vol. XXXVIII., p. 258. 

Lionel Robbins: The Representative Firm, Sepiember 1928, 
Vol. XX XVIII. p. 387. 

Allyn Young: Increasing Returns and Economic Progress, 
December 1928, Vol. XX XVIII, p. 527. 


But perhaps the discussion may be said to have been begun 
on broader lines by : 


J. H. Clapham: On Empty Economic Boxes, September 
1922, Vol. XXXII. p. 305. 

A. C. Pigou: Empty Economic Boxes, a Reply, December 
1922, Vol. XX XIT. p. 458. 

D. H. Robertson: Those Empty Boxes, January 1924, Vol. 
XXXIV. p. 16. 


And reference may also be made to : 


J. A. Schumpeter: The Instability of Capitalism, September 
1928, Vol. XX XVIII. p. 361. 


Some further discussion of the matter has now been invited by 
the Editor in the form of the following symposium. We begin 
with a partial rehabilitation of Marshallian orthodoxy on con- 
servative lines by D. H. Robertson, proceed with some negative 
and destructive criticisms by Piero Sraffa, and conclude with 
constructive suggestions by G. F. Shove. 
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THE TREES OF THE FoREST 


“‘ She was rambling on in this way when she reached the wood : it looked 
very cool and shady. ‘ Well, at any rate it’s a great comfort,’ she said as 
she stepped under the trees, ‘ after being so hot, to get into the—into the— 
into what?’ she went on, rather surprised at not being able to think of the 
word. ‘I mean to get under the—under the—under this, you know!’ 
putting her hand on the trunk of the tree. ‘ What does it call itself? I do 
believe it’s got no name—why, to be sure it hasn’t!’”’—Through the Looking- 
Glass. 

§ 1. THESE notes owe their origin in the main to the interesting 
article in which Mr. Lionel Robbins questions the necessity and 
usefulness of Marshall’s doctrine of the Representative Firm. 
But in the course of them I shall be led also to comment on some 
of the recent developments in that difficult branch of economic 
theory—the Theory of Increasing Returns. 

I shall not attempt to debate Mr. Robbins’ article, with some 
of which I am in agreement, point by point, but will rather set 
out positively the reasons why the Representative Firm still 
seems to me to be a fruitful and indeed an indispensable instrument 
in the construction of a theory of value. 


I 


§ 2. First, it seems to me essential to a right understanding of 
the relation between profits and normal costs of production. 
Mr. Robbins denies this on the ground that it is no harder to 
formulate the conditions of equilibrium on the assumption of 
unequal managerial ability than on the assumption of unequal 
manual skill or unequal fertility of land. ‘‘ What is normal profit 
for one [business man] is not normal profit for another, that is 
all... . All that is necessary for equilibrium to prevail is that 
each factor shall get at least as much in one line of production as 
it could get in any other ”’ (p. 393). Now it is fair to admit that I 
have delivered myself into Mr. Robbins’ hands in this matter. 
For the special purposes of my difference with the Colwyn 
Committee I laid stress, in the passage which Mr. Robbins does 
me the honour to quote (p. 391, n. 2), on the “‘ normality ”’ of the 
representative firm in respect of the personal efficiency of its 
management. This was sufficient for the matter in hand: and 
there are reasons, to which I will return later, for emphasising in 
certain connections this property of the representative firm. But 

1 Economic JourNnaL, Sept. 1928. The page references are to this article 
except where otherwise stated. I am, I think, in Mr. Shove’s debt in connection 


with the ideas in the first part of my article; and in Mr. Sraffa’s for saving me 
from a mathematical mistake in the second. 
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acareful reading of Marshall’s exposition (Principles, p. 317), quoted 
by Mr. Robbins, p. 388) shows that it is not its only, nor even, I 
think, its most important, property. The entrepreneur who is 
“just struggling into business, who works under many dis- 
advantages and has to be content for a time with little or no 
profit,” is not necessarily a man of sub-normal personal capacity. 
Nor is the entrepreneur in charge of a mature firm who is facing a 
run of bad luck; nor the entrepreneur who is doing his best to 
keep above water the head of an obsolete or top-heavy concern. 
But—and this is the point—if we fixed our gaze on the profits—or 
losses—made by any of these people we should get a wrong idea 
of the rate of profit required to attract any given grade of business 
ability into the trade, or into entrepreneurship in any trade, and 
to be counted therefore among the normal costs of production. 
Some trees are tall, says Marshall, and some short. Yes, replies 
Mr. Robbins, because some are oaks and some are hawthorns. 
True, but not the whole truth: some oaks are taller than other 
oaks, and some hawthorns than other hawthorns. . 

§ 3. I do not, however, agree that the notion of representative- 
ness in respect of personal capacity is unhelpful. To get the issue 
clear, let us ignore the considerations set forth above, and suppose 
that all differences in the fortunes of firms are due to differences 
in personal capacity. The less capable entrepreneurs operating 
in an industry at any time can be divided in thought into two 
classes—those who, while less competent than some of their 
fellows, can maintain a durable footing in the industry and make 
a modest but sufficient livelihood, and those who are so incom- 
petent that they are on the road to elimination. The latter class 
will (under our assumed conditions) include all those who are 
making zero or negative profits and some of those who are making 
positive profits. It is the former class of whom Mr. Robbins is 
thinking when he urges that the costs incurred by them are as 
relevant to the determination of value as the costs incurred by 
more able producers : it is of the second class that Mr. Henderson 
is primarily thinking when he states, in the sentence which I 
quoted and venture to quote again with approval, that “the 
marginal concern must be conceived as that working under the 
least advantageous conditions in respect of the assistance it 
derives from the strictly limited resources of nature, but under 
average conditions as regards managerial capacity and human 
qualities in general” (Supply and Demand, p. 60).1 But on 

1 In Mr. Robbins’ citation, a nonsense-making “ not” has accidentally crept 


in after the fourth word. 
No. 157.—voL. Xu. re} 
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re-reading the rest of the paragraph in which this sentence occurs, 
I concede to Mr. Robbins that it is unfortunately expressed, though 
I think it unlikely that Mr. Henderson has fallen into the blunder 
of ‘‘ assuming that in a long period adjustment all producers are 
at least of average ability.’” What Mr. Henderson says is, ‘‘ There 
is likely to be available a supply of decent business capacity which 
can be substituted for the most inefficient of existing business 
men.” It would have been better if he had said, ‘‘ There is likely, 
human nature being what it is, to be a continuous flow into 
industry of business men of sub-normal capacity, so that as any 
one of them is driven to give up the struggle by the competition 
of more capable persons, another, doomed ultimately to the same 
fate, can be relied on to take his place.’ But the correct inference 
would have been the same—that in estimating the costs (excluding 
profit) per unit of a commodity, we shall be in danger of drawing 
wrong conclusions if we look at the costs incurred by producers 
on the road to elimination, even though between them such 
producers may always be contributing a quite appreciable pro- 
portion of the supply. Supposing, for instance, as may very well 
happen nowadays, we are going in for a bit of State interference 
with prices, we shall be in danger of fixing prices unnecessarily 
high. But we shall not get into any similar peril by fixing 
attention on the costs incurred under the least favourable natural 
conditions. 

§ 4. And having of necessity gone so far in contracting the 
field of our vision, is there not much to be said for going further, 
and temporarily averting our gaze from the costs incurred by the 
more sessile type of less capable producers as well? Unless we 
are determined to reject altogether the Marshallian method of 
what Mr. Robbins terms partial equilibria, there seems to be a 
good deal of advantage in so doing. That method consists in 
building up the supply schedule for a commodity by aggregating 
the supply schedules for the requisite quantities of the various 
factors of production (Marshall, Principles, pp. 339, 343); and in 
following it out it is at the least of high convenience to be able 
to speak of the labour-costs, interest-costs, etc., per unit of product 
for any given scale of output as having an unequivocal meaning. 
Nor does the usefulness of this procedure seem to me impaired by 
the reflection, which seems to Mr. Robbins so damaging (p. 398), 
that a given individual firm which is representative of an industry 
under certain conditions may become unrepresentative if con- 
ditions change while the firm itself remains unchanged. 

I concede, however, that the case for holding the Representative 
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Firm to be worth its keep as an engine of exposition is strengthened 
if we can bring overselves to regard it as being at any moment not 
merely a sort of ghostly epitome of conflicting tendencies, but 
also in some sense a type or mode. Iam glad, therefore, to be able 
to cite Professor Pigou’s opinion (Hconomics of Welfare, 3rd ed., 
p. 788, n. 1) that Marshall’s representative firm is meant to be 
“a firm of, in some sense, average size . . . a typical firm, built 
on a scale to which actual firms tend to approximate,” and that 
there is good evidence that “this conception is appropriate to 
actual conditions.’’ Accordingly, I do not share Mr. Robbins’ 
view that the device is useless for the purpose of “ the simpli- 
fication of practical inquiry.” Of course, for those who are 
capable of using it, a scheme of distribution about an average is 
always a prettier tool than a bare average. Of course, too, we 
must be careful: even if cyclical movements are eliminated, the 
realised profits of a modal firm in an industry which is undergoing 
progressive expansion may continuously exceed its. expected 
profits, thus giving rise to something analogous to pure rent, which 
American writers have called ‘‘ pure profit.”’” I doubt if Marshall 
was ready enough to recognise this; but I do not think his con- 
servatism in this respect seriously impairs the sharpness of the 
instrument which he forged. 

§ 5. But there is a further point. So far at any rate as the 
‘‘ sessile ’’ entrepreneurs of inferior capacity are concerned, I have 
hitherto tacitly accepted Mr. Robbins’ view that all that can be said 
about their supply-price is that their reward in the industry under 
examination must be at least equal to what they can get elsewhere. 
But, as Marshall points out (Principles, p. 578), there is an 
important distinction to be drawn between differences in the 
fertility of land and differences in the capacity of human beings. 
Hawthorns do not suppose themselves to be oaks; but persons 
who turn out to be of inferior capacity are often painfully surprised. 
“* A great part of a person’s success in any occupation depends on 
the development of talents and tastes, the strength of which 
cannot be clearly predicted unless he has already committed 
himself to a choice of occupation.”’ Thus from one, and perhaps 
the most important, point of view there is no such clear distinction 
as might at first appear between differences in personal capacity 
and those differences in circumstances which were discussed in § 2. 
“A youth when selecting an occupation, or his parents when 
selecting one for him, are very far from leaving out of account the 
fortunes of successful men.” From this point of view the profits 


of men of normal capacity can truly and helpfully be regarded as 
G2 
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the supply-price of men of super-normal and sub-normal capacity 
as well.} 







II 


§ 6. I pass on to more difficult matters. The concept of the 
Representative Firm is, in my judgment, essential to an under- 
standing of the theory of increasing returns. I have not been able 
to understand the passage (pp. 398-9) in which Mr. Robbins denies 
this, and am compelled, therefore, to approach the whole matter 
ab initio. 

The root difficulty about increasing returns has always been 
to understand how, where they prevail, equilibrium can exist 
without the whole supply of the commodity in question becoming 
concentrated in the hands of one producer. It will, I think, be 
convenient to tabulate the various ways of tackling this problem 
which have been adopted by recent authorities. 

(1) Some writers, including Professor Schumpeter,? deny 
altogether the validity of the so-called long-period descending 
supply-curve. Such a curve, they hold, can only represent a 
record of historical events, and not—as a true supply-curve 
should—a series of conditional sentences. This seems to be a 
counsel of despair, which Marshall considered and rejected 
(Principles, p. 459 n.). 

(2) Mr. Sraffa has argued (Economic JOURNAL, 1926, pp. 
335-50) that the theory of competition is unequal to dealing with 
the problem, and that though monopoly in the ordinary sense 
does not prevail, recourse must be had to the theory of monopoly, 
which will yield a determinate result (loc. cit., p. 548). As Mr. 













































1 The object of pooling arrangements is, or may be (for, of course, they some- 
times aim at the exaction of monopoly profits), to establish competitive equilibrium 
without the cruelties of actual competition. While, therefore, it is a valid argu- 
ment against such schemes that these may tend to penalise efficiency, it is not, 
in my judgment, a valid argument that under them “some of the customers 
would be getting their stuff at less than it actually cost to produce it ’’ (Pigou, 
Economics of Welfare, 3rd ed., p. 241 n.). For even if by cost we mean, as I think 
Professor Pigou does in this connection, cost excluding profit, exactly the same 
thing is true under ordinary competition so far as there are always some producers 
who for one reason or another are producing at a loss. And if, in accordance with 
the arguments of §§ 2 and 5, we count among the “ costs” of sub-normal firms 
the profits which they had expected or are still expecting to obtain, the same thing 
is true under ordinary competition of the whole of the output of such firms. Thus 
the alleged difference between pooling arrangements and actual competition does 
not exist. 

* Economic Journat, 1928, p. 367. Cf. Silberling, ‘‘ Graphical Illustrations 
of the Laws of Price,” American Economic Review, Sept. 1924, pp. 431, 436. I 
regret that in my article in the Economic Journal, 1924, I capitulated to this 
view as regards certain kinds of increasing return. 
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Sraffa points out, Marshall himself uses this device as an auxiliary 
weapon.! 

(3) Professor Pigou, in his treatment of the problem, appears 
for a long time to have relied mainly on the possibility that 
external economies of large-scale production, of the kind described 
by Marshall (Principles, pp. 266, etc.), may exist on so important a 
scale as to bring it about that while each individual firm is working 
under conditions of diminishing return, the industry as a whole is 
working under conditions of increasing return (Economics of 
Welfare, Ist ed., p. 940). In a qualifying phrase in the second 
edition (p. 745), and in a reply to the present writer in the 
Economic JOURNAL (1924, p. 31), a loophole seemed to be left 
for the action of internal economies of large-scale production even 
under competitive conditions. But in 1927 the door was closed 
again. ‘‘ Reductions in cost,’’ Mr. Sraffa had written in 1926, 
“connected wiith an increase in a firm’s scale of production, 
arising from internal economies or from the possibility of dis- 
tributing the overhead charges over a larger number of product 
units, must be put aside as being incompatible with competitive 
conditions.”’ ‘‘ What [Mr. Sraffa] says about internal economies,”’ 
conceded Professor Pigou in 1927, “‘must be accepted. The 
representative firm must be conceived of as one for which, under 
competitive conditions, there is, at each scale of aggregate output, 
a certain optimum size, trespass beyond which yields no further 
internal economies” (ECONOMIC JOURNAL, 1927, p. 195). He 
proceeded to argue, in opposition to Mr. Sraffa, that external 
economies of the usual type are adequate to produce compati- 
bility between the prevalence of competitive conditions and the 
prevalence of increasing returns. There for a time the matter 
rested. 

(4) Professor Allyn Young, in his address to the British 
Association (EcoNoMIc JOURNAL, 1928, pp. 257-8), extended the 
conception of external economies to include those cheapenings of 
cost which occur as the result of “ the progressive division and 
specialisation of industries,” which is “an essential part of the 
process by which increasing returns are realised.”” We are bound, 
for instance, to take into account not merely the reduction in the 
costs of the typical cotton-weaving concern which arises out of the 
improvement of cotton-weaving machines, but the reduction in 


1 “When we are considering an individual producer, we must couple his 
supply-curve, not with the general demand-curve for his commodity in a wide 
market, but with the particular demand-curve of his own special market.” 
Principles, p. 458, n 1. 
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the costs of cotton goods which arises out of the differentiation of 
cotton-spinning from cotton-weaving. As thus glorified, external 
economies would certainly seem to become more nearly capable of 
bearing the burden laid upon their shoulders by Professor Pigou. 

(5) Meanwhile Professor Pigou’s own mind seems to have 
moved in the same direction. In the imposing structure first 
presented in this JouURNAL (June 1928), and afterwards embodied 
in the third edition of Economics of Welfare, he makes it plain, 
like Allyn Young a few weeks later, that the costs of an individual 
firm may be lowered owing to its own increasing specialisation, 
this latter phenomenon in turn being due to the growth in size of 
the whole industry, and thus properly regarded as an external 
economy. But he takes a further step. This growing specialisa- 
tion, he says, is quite probably (though not necessarily) accom- 
panied by an increase in the size of, and therefore in the internal 
economies of large-scale production enjoyed by, the individual 
firm. Thus we are introduced to an important hybrid type of 
economy of large-scale production—the external-internal, whose 
nature is such that it emerges as a result of those, and only of those, 
increases in the size of the individual firm which are directly caused 
by increases in the size of the industry as a whole. 

The ingenuity of this analysis is considerable. For it makes 
some concession to the insistent claim of common-sense that what 
are usually thought of as internal economies of large-scale pro- 
duction have something to do with increasing returns under 
competitive conditions, without surrendering the mathematicians’ 
central position—that increasing returns are incompatible with 
competitive equilibrium unless the representative firm is working 
under such conditions that it has no motive to take the initiative 
in increasing its own output. Since Mr. Robbins never (so far as 
I can make out) mentions the existence of the dilemma which has 
given rise to all this pother, it is much to be desired that he should 
tell us whether he is satisfied with Professor Pigou’s solution, and 
if so how he holds that it could have been attained without the 
device of the representative firm.! 

§ 7. My own feeling is that Professor Pigou’s present analysis 
is, like its predecessor, a possible method, and that, owing to the 
broadening of the conception of external economies, it is, unlike 
its predecessor, a plausible method, of reconciling the contra- 
diction; but that it is not the line of approach which springs 
1 For the sake of continuity, I venture to adhere to this phrase. The reader 


should consult Professor Pigou’s own explanation of the difference between 
his “‘ equilibrium firm ” and Marshall’s “‘ representative firm” (op. cit., p. 788 n.). 
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most naturally either out of Marshall’s suggestions or out of the 
observed facts. It must be remembered that where external 
(including the new external-internal) economies of large-scale 
production are absent, it is still impossible, under Professor 
Pigou’s analysis, for competitive equilibrium to coexist with 
increasing returns (op. cit., p. 793). The value of the concession 
made to common-sense depends, therefore, on how many of the 
observed internal economies of large-scale production we can 
fairly speak of as being caused by expansions in the size of the 
whole industry. Now it is doubtless true, as Marshall and Pigou 
observe, that the growth of an industry and the growth of its 
constituent firms frequently proceed more or less pari passu. But 
it seems to me rash to infer from this that the bulk of the observed 
internal economies of large-scale production are of the derivative 
nature which we are invited to suppose. One might as well argue 
that the growth in the individual bones of a baby are the result of 
the growth in its skeleton. If we take an increasing return 
industry which is out of equilibrium, with demand price in excess 
of supply price, and watch its progress towards equilibrium, we 
must surely conclude that frequently the main factor in this 
process is the scramble by individual firms, regardless of the 
actions of their neighbours, to reap the direct advantages of large- 
scale organisation and plant—advantages which have always 
been obvious and are in no sense being brought into existence, 
either through the medium of increased specialisation or in any 
other way, by the growth in the output of the industry as a whole. 
The question is whether this process, which admittedly does not 
always end in the abandonment of competition, can or cannot be 
played upon by the mind with any success without abandoning 
the theory of competition. 

§ 8. Professor Pigou holds that it cannot, and therefore appears, 
at least, to ignore its occurrence. Mr. Sraffa holds (or held in 
1926) that it cannot, and therefore invokes the theory of monopoly. 
I venture to suggest that Marshall, while not rejecting Professor 
Pigou’s external economies and Mr. Sraffa’s monopoly theory as 
auxiliary weapons, held that it could. But he did not pretend 
that it was easy; and the famous metaphor of the trees of the 
forest was meant, as it seems to me, to assist the reader in making 
a more violent effort of the imagination than most of those who 
have quoted it have realised. The matter can best be explained 
with the aid of individual cost-curves of the type designed by 
Professor Pigou. 

Suppose an industry in which there are no external economies 
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of any kind. Then in equilibrium, says Professor Pigou, price 
must equal both the average costs and the marginal costs of the 
equilibrium firm (PM, Fig. 1), which is therefore working under 
conditions of increasing cost : while the industry as a whole cannot 
obey the law of increasing returns. I suggest that Marshall 
thought that equilibrium might be legitimately conceived with 
the representative firm working under conditions of decreasing 
cost, with price equal to the average costs of that firm (PM, 
Fig. 2), and with the industry as a whole obeying the law of 
increasing returns. That, says Professor Pigou, cannot be; for 
with a price PM in excess of its marginal costs QM, the repre- 
sentative firm will have an inducement to expand its output, and 
therefore equilibrium will not exist. But that, it seems to me, is 
where the trees of the forest come in—certainly, in Marshall’s text 
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(Principles, p. 317), that is exactly the point of the argument—an 
apparent impasse—at which they are introduced. There is no 
identifiable entity, with a continuing will and purpose of its own, which 
has both the power and the inducement to expand its output,—that 1s 
the point. Messrs. Smith and Robinson are at the moment a repre- 
sentative firm—they have all the concrete properties—normality 
of size, efficiency, etc.—commonly thought of as belonging to 
the Representative Firm; but they have not the latter’s quality 
of being able to expand output indefinitely at a lowered cost per 
unit. That quality belongs to no firm whose name is to be found 
in the directory. If we may risk another metaphor, Messrs. Smith 
and Robinson are a collection of water-drops at this moment 
forming part of a wave, and sharing all the obvious physical 
properties of the wave—its colour, saltness, present location in 
space, etc.—but not its continuity of existence with the wave of 
five minutes later. Hence we can truly make certain statements 
about the wave (such as that it travels at so many miles per hour) 
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which we could not truly make about the water-drops called Smith 
and Robinson. And the fact that “ the Representative Firm ”’ is 
to be conceived of as working under conditions of decreasing cost 
proves not incompatible with the fact that Messrs. Smith and 
Robinson will never obtain a monopoly of the whole trade. 

To put the same point in another way. On my view, it is not 
necessary to suppose that under increasing returns the average 
cost-curve of the Representative Firm must alter its position or 
its shape (Pigou, op. cit., p. 799) as the output of the whole industry 
alters, or to regard it as anything other than a small-scale replica 
of the supply-curve of the industry as a whole. All that is 
necessary is to be on one’s guard against identifying it with the 
cost-curve of any firm whose name is to be found in the directory. 
I am quite aware that the position cannot be cleared up mathe- 
matically: so was Marshall, and issued stringent injunctions 
against making the attempt (Principles, p. 460). But I think it 
throws an ampler flood of light on the turmoil of what- happens in 
real life than recourse to the notion that the baby’s bones grow as 
the result of a growth in its skeleton. 

To return, however, to Mr. Robbins. Professor Pigou uses the 
conception of the Representative Firm in one way, I suggest that 
Marshall meant it to be used in another, to tackle the puzzle of 
competition under increasing returns. Will Mr. Robbins tell us 
exactly how he proposes to tackle it, once he has cast the 
Representative Firm into the sea? 

D. H. ROBERTSON 


A CRITICISM 


§ 1. The following comments on Mr. Robertson’s paper refer 
only to the sections in which he deals with the problems of 
increasing returns. 

Mr. Robertson, in paragraph 7 of his paper, undertakes to 
indicate a line of approach by which competitive equilibrium 
may be reconciled with a state of increasing returns (arising from 
internal economies) for the individual firms. In order to do this, 
he takes “an increasing return industry which is out of equili- 
brium, with demand price in excess of supply price,”’ and finds 
that “the main factor” in its progress towards equilibrium is 
“the scramble of individual firms ...to reap the direct 
advantages of large-scale organisation and plant,’ advantages 
which have nothing whatever to do with “ the growth in the out- 
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put of the industry as a whole ”; in other words, the main force 
in operation is that of individual increasing returns (t.e. internal 
economies). 

Whereupon he proceeds to ask whether this process ‘“ can or 
cannot be played upon by the mind with any success, without 
abandoning the theory of competition.” To this question, those 
who regard competitive equilibrium and a state of individual 
increasing returns as contradictory assumptions, give a negative 
answer—so Mr. Robertson thinks. 

But Mr. Robertson, I submit, is mistaken; for nobody gives 
that answer. If there is no equilibrium, it is not denied that 
internal economies may be the main force in operation (whether 
they are, or not, depends upon the kind of disequilibrium assumed): 
it is only denied that in a state of equilibrium they can be. Indeed, 
it is just because internal economies are regarded as one of the 
forces which make for equilibrium, that it is said that they cease 
to act at the point of equilibrium. For the expression ‘“ the point 
of equilibrium ” is only a shorter name for describing the point 
at which those forces cease to act, being exactly counterbalanced 
by equal and opposite forces (in our case the disadvantages of 
increasing size balancing internal economies). Now, if Mr. 
Robertson thinks that internal economies are “ the main factor ” 
in the ‘“‘ progress towards equilibrium,” how can he at the same 
time hold that they go on acting undisturbed beyond that point ? 
If they do, the point will be passed unnoticed, and what we had 
called a point of equilibrium turns out, after all, not to have 
been one; and if they do not, the point of equilibrium will be the 
turning-point, where costs per unit cease to diminish and begin 
to increase, 7.e. the point of minimum costs per unit. 

Mr. Robertson appears to complain that this point of view 
under-estimates the importance of internal economies. I suggest 
that, far from this being the case, it is his own solution which, by 
regarding individual increasing returns as consistent with any 
state of an industry (in, or out of, equilibrium), necessarily 
excludes internal economies from being a factor in the determina- 
tion of equilibrium. 

§ 2. It is with some diffidence that I attempt to criticise Mr. 
Robertson’s concluding paragraph; for the difficulties which he 
warns us to expect are not diminished, for students of economics, 
by the use he makes of analogies. At the critical points of his 
argument the firms and the industry drop out of the scene, and 
their place is taken by the trees and the forest, the bones and the 
skeleton, the water-drops and the wave—indeed all the kingdoms 
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of nature are drawn upon to contribute to the wealth of his 
metaphors. 

If I rightly understand it, the argument wrapped in the 
analogies may be put as follows. Suppose that a change in the 
environment produces a change in the colour of an animal species, 
say from brown to white, through the operation of natural selection. 
We may then say that “the representative individual’ has 
changed his colour, although not a single individual has changed 
colour during his lifetime. Similarly, if an increase in the demand 
for the product of an industry leads to its expansion, the industry, 
when the new equilibrium is reached, will be composed of larger 
firms producing at lower costs, as compared with the firms of 
which it was composed in the old position of equilibrium; but 
the new firms will not be the same firms which existed in the old 
state of things. Indeed, all the old firms may have perished in 
the process, being unable to expand their output, without an 
increase of costs per unit; the old representative firm, Messrs. 
Jones and Robinson, will have gone bankrupt owing to the 
competition of the new representative firm of Messrs. Smith and 
Brown, who produce a larger quantity at a lower cost than the 
former did. We may not say “an increased quantity at a de- 
creased cost,” for these new gentlemen have no past history to 
be compared with their present achievements. But the “repre- 
sentative firm” can be said to have increased its size and 
decreased its costs; for it is not a firm, but a position occupied 
by a firm, and while the occupant becomes another, the position 
remains the same. “ 

Therefore, while a particular firm cannot be in equilibrium 
at a point of diminishing costs on its supply-curve because it 
would be driven to increase its output, the representative firm 
can be in equilibrium under similar conditions; because in its 
case an increase of the quantity produced implies (not an increase 
in the output of a particular firm, but) the substitution of a larger 
firm for a smaller in the representative position. So that each 
successive point on the supply-curve of the representative firm 
corresponds not only to a different quantity produced, but also 
to a different firm producing it. 

If this represents the substance of Mr. Robertson’s line of 
approach, I cannot see how it helps to reconcile the contradiction. 

The argument, though differently expressed, remains the same : 
so do the objections. When individual firms retained their 
identity throughout the discussion, the question which Mr. Robert- 
son had to answer was: “ If firms could increase their output and 
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thereby reduce their costs—why didn’t they increase it before the 
expansion of the industry?’ Now that firms lose their identity, 
the question to be answered is: “ If the new firms can turn out a 
larger output at a lower cost than the old firms, why didn’t they 
come into existence before? Why in the new, and not in the old 
position of equilibrium ? ” 

It is necessary to remember that external economies of every 
kind are supposed to be absent; and external economies include 
all the means by which a change in the output of the industry can 
affect the conditions of production of individual firms. Any 
increase in marketing facilities is excluded, perfect competition 
being assumed throughout. Therefore, an expansion of the 
industry cannot produce any circumstances which favour large 
firms; why then, if the expansion of the industry does not pro- 
vide a reason, do the large efficient firms appear after the ex- 
pansion, and not before ? 

The analogy with the colour of animals proves to have been a 
false one; for, in that case, in the new circumstances the white 
individuals were superior to the brown ones, whereas in the old 
circumstances the brown ones were superior to the white ones. 
But in Mr. Robertson’s industry the big firms have the same 
superiority (lower costs) over the small ones, both in the old and 
in the new circumstances. 

PIERO SRAFFA 


I must make my comments on Mr. Sraffa’s criticism as brief 
as possible. 

§ 1. (1) He allows me to picture the representative firm 
rushing down the road of individual decreasing costs, while 
demand price rushes down the road traced out for it by diminish- 
ing utility. Does it not require something like a special inter- 
position of Providence to ensure that the exact point at which 
these two roads (built by independent firms of engineers) cross is 
also the point at which the first road turns uphill ? 

(2) Because I regard diminishing utility as always operative, 
am I debarred from regarding it as a factor in the determination 
of equilibrium? And if not so with diminishing utility, why so 
with internal economies ? 

§ 2. Mr. Sraffa objects to my (and Marshall’s) poetry, as I 
feared he would. But it does not require a sense of poetry, but 
only of human nature and of history, to refrain from asking— 
as in effect Mr. Sraffa asks in this section—why slavery was not 
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abolished or the Channel Tunnel built at the earliest moment at 
which the world would have been better for the change. 
D. H. RoBERTSON 


§ 1. (1) If Mr. Robertson asked my permission, I certainly 
should not allow him to have “ demand price rushing down the 
road traced out for it by diminishing utility ’’; demand price is 
assumed to be constant with respect to variations in the output 
of an individual firm in a competitive market (this is merely the 
definition of free competition). 

Therefore the two roads do not cross: one of them (the 
“market demand curve ”’ for the products of an individual firm, 
which is a straight line parallel to the axis of X) is tangent to the 
other (the individual costs curve) at a point of minimum costs. 
This result does not require the intervention of Providence; it 
requires, however, that the assumptions underlying the whole of 
Marshall’s analysis should not be forgotten. ~ - 

(2) The analogy with diminishing utility is likely to prove 
confusing if taken literally; but it is close enough for the argu- 
ment in hand. According to Marshall, the consumer is in equili- 
brium when the utility of consuming a further unit is exactly 
balanced by the cost of acquiring it; similarly, the firm is in 
equilibrium when the internal economies due to an additional 
unit of product are exactly balanced by the disadvantages of 
expansion—and this happens at a point of constant returns. 

§ 2. Does stating that in equilibrium water in communicating 
vessels is at the same level, amount in effect to asking why rivers 
have not ceased to flow long ago? But I am not even stating as 
much. I am trying to find what are the assumptions implicit in 
Marshall’s theory; if Mr. Robertson regards them as extremely 
unreal, I sympathise with him. We seem to be agreed that the 
theory cannot be interpreted in a way which makes it logically 
self-consistent and, at the same time, reconciles it with the facts 
it sets out to explain. Mr. Robertson’s remedy is to discard 
mathematics, and he suggests that my remedy is to discard the 
facts; perhaps I ought to have explained that, in the circum- 
stances, I think it is Marshall’s theory that should be discarded. 

PIERO SRAFFA 
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THE REPRESENTATIVE FIRM AND INOREASING RETURNS 


§ 1. Tae remarks which follow have developed out of a short 
note pleading for a change in the classification and labelling 
of “the external and internal economies of large-scale produc- 
tion.”” This reached the editor at the same time as the foregoing 
article and has, at his request, been recast in the form of a com- 
mentary upon it. 

I 


§ 2. I am in complete agreement with the main point made 
by Mr. Robertson in the first part of his article: viz. that the 
notion of a “representative firm ’’ was intended to allow for 
much else besides differences in the ability of entrepreneurs. To 
say that a firm is “ representative ’ implies, as he shows, much 
more than that it is managed with normal ability; and I am in 
general agreement with his account of what it does imply and of 
the part which the conception plays in Marshall’s theory of 
competitive equilibrium. Nor do I deny for a moment that 
this ingenious device succeeds in its purpose: that it is one 
way of explaining what it sets out to explain and allowing for 
what it sets out to allow for. But when Mr. Robertson goes 
on to claim that it is indispensable, that it is the only way of 
explaining and allowing for these things, I part company with 
him and side with Professor Robbins. In my view, it is possible 
(and not difficult) to construct a theory of competitive equilibrium, 
based on the distribution of resources into the uses which their 
owners consider most advantageous, in such a way as to meet 
all the difficulties raised by Mr. Robertson without introducing 
the representative firm at all. The way in which, as I believe, 
the difficulties raised in the first part of his article should be met 
may be roughly indicated by a passage from an unpublished study 
of the relations between cost and output n which I have been 
engaged for some years. . 

§ 3. “ The device of a ‘ representative’ or ‘ equilibrium ’ firm 
is not used. [As Prof. Robbins has observed] this conception is 
not necessary to the theory of competitive equilibrium. But, if 
it is discarded, care must be taken to allow for those character- 
istics of long-period equilibrium which its inventor (Alfred 
Marshall) intended it to display. Of these the chief seem to be 
as follows. 

“‘(1) If an entrepreneur has special aptitude or opportunities 
for the work in which he is engaged his earnings will be appreci- 
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ably higher than the return he could earn in any other occupation. 
Appreciably higher also than the earnings of other entrepreneurs 
in the industry having about the same general capacity, but 
without these special advantages. This rent of special aptitude 
or opportunity is compatible with equilibrium and admits of a 
wide variation in the rates of profit earned by individual entre- 
preneurs. Similar statements hold of employed workpeople and 
other agents of production. 

(2) In determining the actual earnings of individual entre- 
preneurs and other units of resources, the element of luck plays 
an important part. For this reason, even if we take entre- 
preneurs (or units of other resources) with exactly similar capacities 
and opportunities, we shall find wide differences in their earnings 
—since some will enjoy good, others bad fortune. What equi- 
librium requires is not equality of the actual earnings, but equality 
of the mathematical expectation of earnings (or more strictly the 
mathematical expectation of “ net advantages ’’) for similar units 
in different uses. : % 

““ (3) Quite apart from the element of luck, the profits of a 
firm are likely to be at different levels at different stages in its 
career: low perhaps when it is first struggling to get a footing, 
rising rapidly when it is becoming firmly established and is 
growing to its full stature, slowing down when it reaches maturity, 
and finally falling away again as the capacity of those in control 
begins to decline or the rigidity of routine sets in. Even assum- 
ing equal ability in the management and equal luck, there is no 
tendency for firms, whether in the same or different industries, 
to show the same rate of profit unless they are at the same stage 
of their development. The earnings of a skilled employee are 
likely to follow a somewhat similar course, beginning low when 
he is learning the trade, rising to a maximum when he becomes 
a fully equipped craftsman, and declining again as old age comes 

1 As Mr. Robertson ob® rves, men tend to over-estimate their capacities and 
therefore their prospect’ nin~; and the choice of an occupation depends not 
so much on @ man’s acruai prospects as on his estimate of them—on the “ sub- 
jective ” or “‘ psychological *’ expectation of earnings rather than the “‘ objective ” 
or ‘“‘ mathematical ’’ expectation. But this fact does not invalidate the state- 
ment made in the text. Provided that the owners’ “‘ subjective” expectations 
have a definite relation to their “ objective” prospects, the supply of their 
resources can be treated as a function of the latter. For example, Mr. Robertson’s 
incompetents who are “‘ on the road to elimination ” enter the trade because they 
believe themselves to have a good chance of making a positive profit of a certain 
magnitude, although in fact the expectation of earnings for entrepreneurs of their 
calibre is zero or negative. But, given their optimism, a zero or negative expecta- 
tion is sufficient to attract them and may therefore be treated as the supply price 
of their services. 
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on. The same thing holds of some other agents. Hence the 
expectation of earnings which attracts a unit of resources to a 
given occupation must be calculated by reference to their probable 
course over its whole career, future prospects being appropriately 
discounted to allow for their distance in time. 

“* (4) Equilibrium for the industry as a whole does not imply 
that all (or indeed any) of the individual firms are in equilibrium : 
every one may be either expanding or contracting, provided that 
the rates at which the output of the growing firms is expanding 
and that of the declining firms contracting are such as to leave 
the aggregate output unchanged. Indeed, it is in the highest 
degree improbable that all or even a large proportion of the firms 
in an industry will be in equilibrium at the same moment, for at 
any given moment an established industry is likely to contain 
businesses at every stage of development. What is necessary for 
equilibrium is that a general expansion or contraction in the scale 
of the business unit should not be profitable. In other words, 
that it should not be profitable to concentrate the resources of the 
industry on a smaller, nor to distribute them over a larger, number 
of firms. 

“ The representative firm is an appropriate and indeed brilliant 
device for displaying these facts when we want to depict equi- 
librium as resulting from the rise and fall of individual houses 
of business; but when, as in the present paper, we look at it as 
arising from the ebb and flow of resources of all kinds from one 
occupation to another, a different method of allowing for the 
same facts is called for. 

“We must then say that the attraction exerted by a particular 
occupation on a particular unit is the mathematical expectation 
of earnings in that occupation for a unit of resources with the 
character and aptitudes of this one (thus allowing for (2) and (1)); 
that this expectation is to be reckoned by summing the series of 
its probable earnings at each stage in its career (thus allowing for 
(3)) ; and that it must be calculated on the assumption that 
resources within the industry in question are distributed between 
firms in the most profitable way (thus allowing for (4)).” 


1 For most purposes it is convenient, and for many it is necessary, to treat the 
various acts of “labour” or of “‘ waiting’ or what not performed by the same 
individual as separate units of resources. We must then say that the relevant 
“ expectation of earnings ’’’ is the addition which the employment of the unit in 
one industry would make to its owner’s expectation of income (summed through 
time), account being taken of its effect upon his facilities for supplying other 
units to this and other occupations, and upon their efficiency there. What 
follows should be read in the light of this warning. 
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Without entering into detail or attempting strict accuracy, 
some further elucidation of the last point may be offered. 

§ 4. The earning capacity of the resources employed in an 
industry depends partly on the way in which they are distributed 
between the firms engaged there: 7.e. on the scale of the business 
units in the industry. If re. is the expected earning of any r*® 
unit of resources, or more accurately for a unit having the 
character and aptitudes of the 7 unit, when attached to the 


firm to which it is in fact attached; re, reg...... r€q What its 
prospective earnings would be if it were attached to each of the 
q other firms in the industry respectively; tj, rag...... rly 


the costs of transferring it to them (?.e. the earnings expectation 
of which would just suffice to compensate for the cost of move- 
ment); and +p, rP,...... py the strength of its owner’s prefer- 
ences for employment in its present firm as compared with each 
of the others (i.e. the earnings expectation of which would just 
suffice to overcome these preferences—which may, of course, be 
negative): then, equilibrium requires that ,<«, should be not less 
than 
(rey — rly — rP1); (r€g — tg — Pa) - - + (rea — rlg — va); 

i.e. every unit of resources must be so placed that its owner 
considers he would not gain by moving it to another firm.! The 
equilibrium position of the resources will, of course, depend on the 
initial distribution assumed as a starting-point; for this will 
affect transference costs (and perhaps preferences). Hence the 
distribution of resources reached in equilibrium is not the most 
advantageous absolutely but the most advantageous relatively to 
the initial distribution assumed as a starting-point. The notion 
of a single equilibrium position uniquely determined without 


1 It is commonly held that under conditions of simple competition the earnings 
of a unit of resources are equal to the value of its private net product (i.e. the 
addition which it makes to the productivity of the resources employed along with 
it in the same firm). This is true if we assume that there is perfect mobility of 
resources and no cost of transference between firms: that those who own or use 
resources know the terms of employment in every part of the market: that the 
owners of resources have no preference for one firm as against another: and that 
no unit of resources is specially adapted to employment in one firm rather than in 
another. These assumptions are highly artificial, but they are convenient for 
some purposes and are commonly made. If they are made, our p’s and ?’s 
disappear and our e’s become equal to one another and to the value of our unit’s 
expected private net product in the industry. We can then say that, in equili- 
brium, every unit of resources must be so placed as to make the value of its 
prospective private net product a maximum : and, if we further assume a perfect 
market in the product (so that every unit of product is sold at the same price), that 

must be so placed as to make its prospective physical private net product a 
maximum. 

No. 157.—VOL. XL. H 
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reference to a specified starting-point is quite baseless: there 
are numberless equilibrium positions, each corresponding to a 
particular starting-point. 

Now the prospects offered by the various firms will be con- 
stantly fluctuating with changes in their luck, their age, the 
efficiency of their management and so on. Hence there will be 
a continual ebb and flow of resources from one firm to another : 
what equilibrium requires is simply that the distribution of 
resources should be such that this process of reshuffling cannot 
give rise to any general increase in earning capacity (measured 
in terms of net advantages), but merely prevents its deterioration 
by moving resources from points where prospects are worsening 
to those where they are improving. Although, that is to say, 
readjustments will be continually going on and resulting in the 
enlargement of some firms and the contraction of others, each 
new distribution of resources (and therefore of output) between 
businesses must leave the effectiveness of the general arrange- 
ment—of the “ scheme,” so to speak, or “ pattern ”’ of distribu- 
tion—unchanged : the division of output and resources between 
firms mugt always remain the most advantageous that is possible 
with the degree of knowledge and intelligence prevailing among the 
persons engaged in the industry (which is, of course, given and 
constant). 

The clause which I have italicised is of some practical import- 
ance; for it will often happen that a concentration of resources 
which would be advantageous to the whole body of persons 
concerned if it were carried through by the common action of 
all the entrepreneurs in a trade (or a large proportion of them) 
cannot profitably be achieved by the piecemeal expansion of 
individual businesses or a gradual process of absorption, and is, 
in fact, rendered impossible by the too narrow attention of a 
few individuals to their own immediate self-interest. (A situation 
of this kind is said to exist in the British cotton-spinning and coal- 
mining industries at the present moment.) For this reason also 
equilibrium does not require that the scale of business should be 
the most profitable in an absolute sense. It does, however, require 
that it should be the most profitable which is possible given the degree 
of intelligence, foresight and corporate spirit prevailing in the 
industry and the initial distribution assumed as a starting-point. 


1 These considerations are, of course, much more important in connection with 
the distribution of resources between industries and grades (or processes). In 
practice, the past history of our world gives us our starting-point and determines 
tho equilibrium position uniquely. But the equilibrium is still relative to the 


starting-point. 
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§ 5. The influences which determine the distribution of 
resources between industries can be analysed on similar lines. 
In equilibrium, every unit of resources must be so placed that its 
owner does not consider he would gain any advantage by moving 
it to another industry—the prospects offered by movement to 
other industries being calculated in the manner indicated above, 
so as to allow for costs of transference and the owners’ preferences.! 

One advantage claimed for this line of approach is that it 
enables us to allow for any required degree of heterogeneity in 
the various units of resources which are customarily lumped 
together under a single label such as “labour,” “ waiting,” 
“land” and so on. It would still be appropriate even if we 
assumed that every unit of “labour,” ‘“ waiting ” and the rest 
differed from every other in all the relevant characteristics (i.e. 
earning capacity in the various firms and industries, costs of 
movements and owner’s preferences). Indeed the much more 
elaborate analysis on which this rough summary is based was 
undertaken largely on account of the infinite variety of productive 
resources which is encountered in practical life. To me, at any 
rate, the economic problem presented by the real world seems to 
be much more a question of sorting out and fitting each into its 
appropriate niche a vast number of heterogeneous individuals 
and activities than of regulating and directing into the proper 
channels large homogeneous streams of standardised productive 
agents: a jig-saw puzzle rather than a problem in hydro- 
dynamics. And I am gratified to find that Professor Robbins 
has reached a somewhat similar conclusion. 

Mr. Robertson, however, seems to think differently, for (follow- 
ing a hint of Marshall’s) he wishes to “‘ build up the supply schedule 
for acommodity by aggregating the supply schedules of the various 


1 In fact the rules governing the distribution of resources between firms and 
industries are simply particular applications of a more general principle :—in 
equilibrium every unit of resources must be so placed that its owner does not 
consider he would gain by moving it to another point in the industrial field. The 
industrial field has four principal dimensions—firm to firm, industry to industry, 
grade (or process) to grade (or process), and place to place. Every unit must be 
so placed that its owner does not consider that he would gain by moving it to 
another firm, industry, grade or place; or in any combination of these directions. 
This broad principle, together with the conditions of demand for the various 
commodities, the state of technical knowledge, the suitability of various units 
of resources for various uses, their owners’ preferences and bargaining power, the 
costs of moving them and their initial distribution, determines the quantities in 
which the various commodities are produced and their values. If ‘‘ we are 
going in for a bit of State interference with prices,” we want to know which units 
will be attracted into and which expelled from the industry by an upward or 


downward price-movement; and the consequent effect on output. 
H 2 














100 THE ECONOMIC JOURNAL [MARCH 





factors of production ”’ ; and that can only be done if the “ labour,” 
“land ” and so on required for a given output of the commodity 
can be expressed in terms of quantity alone and in a measure whichis 
independent of value. Various attempts to devise such a measure- 
ment have been made, but none have succeeded.!_ Mr. Robertson 
does not say how he proposes to get round the difficulties. Nor 
is it clear that the “ representative firm ” will help him here or 
enable him “ to speak of the labour-costs, interest-costs, etc. per 
unit of product for any given scale of output as having an unequi- 
vocal meaning.”’ For, as Marshall observed, ‘‘ Even in the same 
place and the same trade no two persons pursuing the same aims 
will adopt exactly the same routes. . . . For instance, of two 
manufacturers in the same trade, one will perhaps have a larger 
wages bill and the other heavier charges on account of machinery. 
. . . And in minor details the variations are numberless.” 2 We 
can, of course (given enough information), ascertain the average 
wages-cost, interest-cost, etc. for the industry as a whole by 
dividing the total output into the total wages-bill, interest-charge 
and so on; and we may, if we like, call the result the wages-cost, 
interest-cost, etc. per unit of product “in a representative firm.”’ 
But, since our object is merely to arrive at the costs for the 
industry as a whole, the introduction of the representative firm 
is then otiose. The costs of a representative firm are useless as a 
means of discovering the costs of the industry, if we can only 
find out what they are when we already know the costs of the 
industry.’ 

I turn now to the “ more difficult matters’ with which the 
second part of Mr. Robertson’s article is concerned. 


1 Of course, it would be possible (given the information) to divide ‘ labour,” 
** land,” etc. into grades such that all the members of each grade were similar in all 
relevant respects; and to treat each grade as a separate “‘ factor” or “‘ agent.”’ 
But then you would have almost as many land-grades or land-factors as there are 
square yards of land: and almost as many labour-grades or labour-factors as 
there are man-hours of labour. 

2 Principles of Economics, IV. v. 3, p. 355. 

3 This objection does not, of course, apply to Marshall’s device of arriving at 
supply price by reference to the average cost in a representative firm as ascertained 
by adding all its items of outlay together and dividing by its output. For this 
average cost will be the same in all representative firms. It is only the pro- 
portions in which the factors are combined which will vary from one representative 
firm to another. (Marshall actually estimated the representative firm’s cost per 
unit “‘ at the margin ” so as to exclude “‘ the ground-rent of the factory,” but the 
principle and result are the same as if he had taken the average cost including 
rent.) 
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II 


§ 6. As a preliminary to discussing them, we must look rather 
more closely than is customary at the distinction between the 
“internal ” and “ external ” economies of large-scale production. 

Marshall (intentionally, no doubt) left his definition of these 
terms a little vague. But he seems to have been concerned 
principally with the distinction between (1) the advantages which 
a firm derives from the efficient organisation of the resources which 
it employs directly (e.g. the proper distribution of tasks among its 
employees, the use of specialised machinery in its own plants, 
and so on) and (2) the advantages which it derives from the 
organisation of those outside resources, not in its own direct employ- 
ment, whose services or products it uses (whether through hire, 
purchase or what not)—usually in common with other firms in 
its industry (e.g. transport facilities, communications, trade 
journals, produce exchanges, subsidiary industries, the traditions 
and ‘‘ atmosphere ” of the locality, and so on). Evidently, an 
increase in the scale of the industry as a whole may increase both 
these kinds of advantage for the business engaged in it; and may 
therefore, in this sense give rise to both internal and external 
economies.!_ But the line of division thus drawn, important 
and fruitful though it is for many purposes, is not, I venture to 
think, the most significant and illuminating when we are seeking 
to unravel the relations between the size of an industry and the 
efficiency of the businesses which compose it—or, in other words, 
of the resources which it employs. 

§ 7. For this purpose it is important above all to distinguish 
between (1) the improvements in organisation ? which are made 
possible or profitable by an increase in the total output of the 
industry as a whole, and (2) the improvements in organisation 
which an individual firm (Mr. Robertson’s Smith and Robinson) 
would obtain by increasing its own output while that of the 
industry as a whole remains unchanged. 


1 This is clearly implied in Marshall’s treatment of the subject. For example, 
the representative firm is defined as having ‘“‘ normal access to the economies, 
external and internal, which belong to that [the existing] aggregate volume of pro- 
duction ” (op. cit., p. 317), and the ‘‘ particular expenses curve ”’ is drawn “ on the 
assumption that the aggregate production is OH and that all the producers have 
access to the internal and external economies which belong to this scale of pro- 
duction’ (p. 811). [The italics are mine.] It is therefore surprising that Mr. 
Robertson should regard the “ hybrid ”’ type of “ external—internal’’ economies 
(i.e. internal economies due to an increase in aggregate output) as a novel dis- 
covery. 

2 T use this as a convenient shorthand phrase for anything which increases the 
efficiency (i.e. the productivity) of the resources employed; and with the proviso 
that there may be analogous disimprovements. 
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Let us consider (2) first. The enlargement of a business 
nearly always carries certain advantages with it (e.g. greater 
division of labour, more specialised machinery, and so on): on 
the other hand, it is usually accompanied by certain disadvantages 
(e.g. greater difficulty of supervision or of marketing, delivery at a 
greater distance from the place of production, and so on). A 
business reaches its most efficient size when the advantages to be 
derived from further expansion just balance its disadvantages. 

Long-period equilibrium does not, of course, require that 
every—or indeed any—business should be at its most efficient 
size. As we have already seen, what it does require is that the 
general scheme, so to speak, on which output is distributed between 
firms should be the most profitable known to the persons engaged 
in the industry : that the advantages enjoyed by the owners of 
the resources in the industry cannot be increased by concentrating 
output on a smaller, or diffusing it over a larger, number of firms, 
or, more generally, by altering the number of businesses with 
outputs of various size. The distribution of businesses between the 
various size-groups must, that is to say, be the most profitable 
possible, having regard to the knowledge, intelligence and corpor- 
ate spirit of the persons engaged in the industry and its aggregate 
volume of trade—though individual businesses may be moving all 
the time from one size-group to another. 

So far as the practical issues of the moment are concerned, 
the most important type of change in the size-distribution of 
businesses is, of course, the concentration of output on a smaller 
number of firms (7.e. an increase in the higher, accompanied by a 
decrease in the lower, size-groups—a general shift up the scale) ; 
for the real or supposed advantages of this are the main motive- 
force behind the modern movement for “ rationalisation.” But 
other types must be borne in mind: e.g. a shift away from the 
medium-sized businesses towards both extremes—an increase in 
the highest size-group accompanied by an increase in the lowest 
and a decrease in the middle ones (cf. Marshall’s exposition of 
the openings which a large business may afford to small subsidiary 
firms). 7? +4 
§ 8. Turning next to (1). An enlargement of an industry’s 
output (an increase in “the extent of the market ’’) usually 
opens up opportunities for improved organisation. In order to 
make the most of them, an individual business may be obliged 
to alter its internal arrangements and even to enlarge (or contract) 
its own scale of operations. And in consequence quite a different 
distribution of businesses between the size-groups may become 
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profitable. But, if we are moving from one position of long- 
period equilibrium to another, any change in the organisation 
or scale of the firms composing the industry must have been rendered 
possible or profitable by the increase in the aggregate volume of 
business ; for if it had been profitable with the industry on the 
smaller scale, it would have taken place before.! It is vital to a 


ee 


proper understanding of the tendencies making for “ increasing 
returns ” that this point should be clearly brought out. 

Mr. Robertson, it is true, objects to saying that the growth 
of the firms in an industry is the result of the growth of the 
industry. “One might as well argue,” he declares, ‘ that the 
growth of the individual bones of a baby are the result of the 
growth of the skeleton.” To argue thus would indeed be non- 
sense. But it would not be nonsense to say that, the laws of 
physiology being what they are, the growth of the skeleton is 
a necessary condition for the growth of the individual bones: that 
you will not in practice find the femur assuming full adult pro- 
portions while the ribs, the tibia and the rest remain those of an 
infant or contract to make room for it. Similarly, it is not 
nonsense to say, as we are saying here, that, the laws of economics 
being what they are, the growth of the industry as a whole is 
a necessary condition for a growth in the scale of its constituent 
firms: that you will not get one without the other.? On 
the contrary, it is both true and highly important for a clear 
understanding of the problems Mr. Robertson is discussing. 

§ 9. Do we not therefore need a terminology which dis- 
tinguishes between— 


(a) The effect which the expansion of an industry as a 
whole has upon the productive capacity of the resources 
employed in it, and 

(b) Changes in the efficiency of an individual firm conse- 
quent upon an increase in its own output while that of the 
industry as a whole remains unchanged ? 


Nothing but confusion can come from using ‘“‘ the economies [or 
diseconomies] of large-scale production ” to describe both these 
phenomena; and from using the same label both for the advantages 


1 Cf. § 4, above. 

2 The relation between the scale of the industry and the size of the firms is, 
of course, functional: neither can be said to be the cause of the other, they 
mutually determine each other. Marshall did not, as Mr. Robertson suggests, say 
merely that ‘‘ the growth of an industry and the growth of its firms frequently 
proceed more or less pari passu.” He categorically declared that “‘ the size of 
such a [representative] firm . . . is governed, other things equal, by the general 
expansion of the industry ”’ (op. cit., pp. 459-60). 
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[or disadvantages] of concentrating a given volume of output 
on a smaller number of businesses and for those which ensue from 
an enlargement in the total volume of business. 

It is tempting to call (a) “external” and (b) “ internal ” 
economies [or diseconomies] of large-scale production.! But 
this aiso leads to confusion on account of the associations already 
attached to those terms. The best names that I have been able 
to think of are ‘‘ the economies [and diseconomies] of large-scale 
industry’’ for (a) and “the economies [and diseconomies] of 
individual expansion ”’ for (b). 

In equilibrium the economies of large-scale industry may, on 
balance, be positive : so may the economies of individual expansion 
in any particular firm—or indeed, as we shall see, in every par- 
ticular firm. That is to say, an industry may be in equilibrium 
even though the efficiency of the resources it employs would on 
the whole be greater if, other things equal, its aggregate volume 
of output were larger; and even though it is true of every particu- 
lar firm that the efficiency of the resources it employs would be 
greater, other things equal, if it increased its share in the existing 
volume of output. 

Another label is wanted for those economies of large-scale 
production which are ruled out by equilibrium. For lack of a 
better word, I propose to call them the ‘‘ economies of concen- 
tration.”” As we have seen, equilibrium implies that no redis- 
tribution of output between firms is both practicable and profitable 
with the existing degree of knowledge, intelligence and corporate 
spirit among the persons in control. The term “ economies of 
concentration ” is here used to denote changes in the efficiency 
of the resources employed in the industry consequent upon a 
redistribution of its present output between its constituent 
businesses which (1) involves an increase in the average size of 


1 I have myself sometimes succumbed to this temptation in the past. For 
example, in the note on ‘“‘ Varying Costs and Marginal Net Products,” published 
in the Journat for June 1928, ‘‘ external economies ”’ is used for what I am here 
calling “‘ economies of large-scale industry.”’ In the article to which Mr. Robert- 
son refers, Mr. Sraffa seems to have used “ internal economies’ to denote what 
are here called [net] ‘‘ economies of individual expansion.’ But, in the same 
article, he uses ‘‘ external economies” in what is evidently Marshall’s sense. 
For he argues not (as Prof. Pigou and Mr. Robertson both suppose him to) that 
‘** external economies” cannot be sufficient of themselves to cause increasing 
returns; but that if they are large enough to do this, they will appreciably affect 
the costs of other industries and therefore alter the demand schedule for the 
product of the expanding trade—since “ external”? economies are commonly 
shared by several industries. But it is only “‘ external economies ” in Marshall's 
sense which are so shared. The wording of the article itself and the misinter- 
pretation put upon it by Professor Pigou and Mr. Robertson aptly illustrate the 
obscurities wrapped about the subject by the existing terminology. 
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the businesses (an upward shift in their size-distribution), and 
(2) is both practicable and profitable with the existing degree of . 
knowledge, intelligence and public spirit among the people in 
control. In equilibrium, therefore, the economies of concen- 
tration must, by definition, be zero. Changes in the efficiency 
of the industry’s resources consequent upon a redistribution of 
output which would be practicable and profitable if only the 
people in control had enough knowledge,' intelligence and cor- 
porate spirit may be called “ economies of rationalisation.” 

§ 10. This system of classification is, I venture to think, of 
some considerable assistance in solving the difficulties discussed 
in the second part of Mr. Robertson’s article. 

Consider, first, the question, ‘‘ How can the existence of 
internal economies be reconciled with competitive equilibrium ? ”’ 
or, in other words, “‘ Why do not internal economies in the 
individual firms lead to a concentration of output into the hands 
of any business which gets a start of its rivals?” The internal 
economies here in question must obviously be internal economies 
of individual expansion, i.e. improvements in its internal organisa- 
tion which a firm would obtain if it had a larger share in a constant 
aggregate output: since economies which can only be obtained 
if the aggregate output increases cannot set up any tendency 
towards a concentration of the existing output. 

The answer which most readily occurs to the mind is that 
these “internal ’’ economies of individual expansion are offset 
by equivalent diseconomies, so that, on balance, expansion of 
the individual businesses yields no net economy if the aggregate 
output does not increase; but that, if the aggregate output does 
increase, these diseconomies are absent or smaller so that, in that 
event, the expansion of individual firms does yield a net gain in 
efficiency.? 

The obstacles which check the growth of a firm’s share in a 
trade are familiar and their nature has already been indicated. 
The two most important types for our present purpose are the 
increases in the cost of transport and of marketing (competitive 
advertisement and so on) which a firm is liable to encounter as 
it advances further into its competitors’ territory or markets: 
the first arising from the necessity of delivery at a greater distance 
from the producing plant, the second from the fact that, the further 


1 New technical discoveries are, of course, not here in question. 

2 Although, that is to say, certain credit items appear both among the econo- 
mies of individual expansion and among the economies of large-scale industry, 
there are certain debit items among the former which do not appear (or are not 80 
large) among the latter. 
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the invasion proceeds, the greater will be the buyer’s preference 
to be overcome in order to detach an additionalincrement of custom. 
Singly or together, these diseconomies may well offset the economies 
of mass-production in the process of manufacture. The second 
type is likely to be especially prominent in the case of specialities, 
i.e. when the goods made by each firm are slightly different from 
those produced by the others—substitutes but not perfect 
substitutes (e.g. motor-cars). 

Where such a situation exists, a firm’s average or marginal 
cost might be lowered if it increased its own output and left that 
of its rivals intact (thus increasing the aggregate output): raised 
(or left constant), if it increased its output by invading the 
territory or market of its competitors (so that the aggregate 
output remained as before). For in the former case it would 
avoid the increased charge for freight and/or competitive adver- 
tisement, and the advantages of mass-production would have 
free play. Now enlargement of existing firms is often (though 
not always or necessarily) the most profitable way of increasing 
the output of an industry—and hence the method actually 
adopted. Thus, what Marshall and Mr. Robertson call “ internal” 
economies may be sufficient to cause “increasing returns ” or 
“ diminishing supply price,”’ although they are not sufficient to 
cause a single firm (or a small number of firms) to secure the 
whole output or even an increased share in it.1_ In other words, 
the economies of large-scale industry may be, on balance, positive 
although the economies of individual expansion and those of 
concentration are, on balance, zero or negative, simply because 
putting an additional unit of product on to the market encounters 
less formidable obstacles than capturing a competitor’s trade. 

Our first answer to Mr. Robertson’s question is, therefore, 
to distinguish between an increase in output at the expense of 
your rivals, and one which leaves their trade undisturbed; and 
to point out that it is often more difficult, and hence more costly, 


1 The distinction here drawn between the cost of invading a rival’s market and 
adding an increment to the aggregate output correspond to the distinction drawn 
by Professor Pigou between a firm’s “ marginal substitute cost’ and its “‘ mar- 
ginal additive cost.’’ Professor Pigou first introduced this distinction into his 
discussion of the subject in his ‘‘ Analysis of Supply ” (Economic JouRNAL, June 
1928, p. 242). Having stated it, however, he dismissed it from further considera- 
tion on the ground that “‘ so long as the output of the industry as a whole is large 
relatively to the putput of any one firm, they [the two sorts of marginal cost] are 
not likely to differ very much.” This is true on the assumption (which he was 
presumably making) that the market is perfect and transport costs negligible. It 
is only in this special case that the conclusion, ‘‘ price is equal to marginal cost in 
the equilibrium firm,” applies to marginal additive cost. 
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for a firm to invade its competitors’ territory than to put an 
additional increment on to its own market. This simple reflection 
at once enables us to reconcile competitive equilibrium with 
“ increasing returns ” or “‘ diminishing supply price ” arising from 
“ internal ”’ economies alone. 

The distinction on which it is based is not brought out by 
dividing the economies of “large-scale production” into those 
which are “‘ internal ” and those which are “ external ’”’ (indeed, 
this conventional dichotomy seems rather to have obscured the 
issue by tempting even such high authorities as Professor Pigou 
to rely on the easy but, as I venture to think, quite secondary line 
of escape afforded by the existence of ‘‘ external ’” economies). 
The classification here suggested draws immediate attention to it 
by insisting from the start that the process of securing particular 
businesses a larger share in the existing output is a different 
thing altogether from enlarging the output of the whole industry 
(whether by increasing the output of particular businesses or 
otherwise). 

The point can, of course, be explained by reference to the 
“representative firm.” We can say that such a firm could not 
lower its average expenses ! of production by securing a larger 
share in the existing volume of business, since the improvements 
which it would obtain in its organisation would be offset by the 
difficulty of capturing its competitors’ trade; but would lower 
them by adding a unit to the total output, since it would not then 
encounter this difficulty. But the introduction of the repre- 
sentative firm is not in any sense necessary or “ essential.’”’ We 
can equally well say that the industry’s average expenses of 
production would not be reduced by a further concentration of 
the existing volume of business in the hands of particular firms, 
since the economies they would obtain from operating on a larger 
scale are offset by the expenditure they would incur in capturing 
their competitors’ trade; but that it would be reduced by an 
increase in the total volume of business, since they could then 
expand without incurring this expenditure. 

In many cases (not all), a price-cut affords a means of capturing 
trade alternative to expenditure on competitive advertisement. 
Where this is so, the firm may be able to reduce its average cost 
by expanding its output if it is prepared to cut prices sufficiently. 

1 Or similarly of “‘ marginal expenses.” 

2 T am, of course, assuming for the sake of simplicity that a fight for trade is the 
most profitable way of enlarging the business unit in the particular industry under 
review—given the disposition and intelligence (or unintelligence) of the people 
engaged in it. 
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Assuming the goods produced by the various firms to be precisely 

similar, the economies of individual expansion are then positive. 
But if the price-cut required is so great as to render expansion 
by this means unprofitable, the economies of concentration may 
still be zero and the industry in equilibrium. Yet expansion of 
particular businesses might be the most profitable way of 
securing an increase in the aggregate output; so that, in the 
absence of other obstacles, the larger output could be obtained 
at a lower cost per unit. Once more we get increasing returns 
due to internal economies alone and compatible with the existence 
in equilibrium of a large number of competing firms. And once 
more we can explain the situation without introducing the repre- 
sentative firm: by saying that although the economies of indi- 
vidual expansion are positive in every firm, the imperfection of 
the market renders concentration of output unprofitable by 
reason of the price-cuts necessary to bring it about. 

Where the articles produced by the various firms are precisely 
similar and the obstacles which make concentration unprofitable 
arise (as do price-cuts and competitive advertisement, but not 
transport charges) from the imperfection of the market, the 
economies of rationalisation are likely to be positive : it is likely, 
in other words, to be true that a concentration of output would 
be profitable and would increase ‘the efficiency of the industry if 
only the entrepreneurs had enough sense or corporate spirit to 
stop cutting each other’s throats and to pool their resources. 
Hence equilibrium of this kind is usually precarious. On the 
static assumption that the entrepreneurs’ disposition remains 
constant, it is stable enough, for there is nothing to upset it. 
But even the most obstinate business man may learn wisdom 
in time; and after a situation of this kind has continued long 
enough the people in control are likely to see the folly of their 
ways. With the change in their disposition, the structure of the 
industry changes (the economies of rationalisation having now 
become economies of concentration) and a new equilibrium is 
reached with output concentrated into larger business units. 
The first equilibrium position carried within itself the embryo of 
another destined to supersede it. In a dynamic study of industry 
it must be regarded as unstable. Nevertheless, it is sufficient 
to explain how in practice an industry might remain in equilibrium 
for a very long time in spite of the great advantages offered by 
mass-production. 

§ 11. I foresee two objections to this first answer. Mr. 
Sraffa will say, perhaps, that the equilibrium reached under these 

















‘isely 
itive, 
sion 
may 
n of 
y of 

the 
ined 


nce 
nce 
pre- 
ndi- 
. of 

by 


ely 
ble 
n0t 
the 
ly, 
ld 








1930] INCREASING RETURNS AND THE REPRESENTATIVE FIRM 109 


conditions is not competitive but monopolistic: that, once the 
market is broken up by transport charges or buyers’ preferences 
or what not, we are presented no longer with a wide competitive 
industry but with a number of narrow little monopolies. Mr. 
Robertson may complain that, except in the last two paragraphs 
where I call in the theory of monopoly, I am evading his real 
difficulty—which only arises when the economies of individual 
expansion predominate over its diseconomies, so that an individual 
firm would, on balance, reduce its average expenses of production 
if it could secure a larger share in the output. 

Whether a given situation is to be called competitive or 
monopolistic is, of course, a question of words. True, there may 
be a real issue behind it—the question, namely, whether in the 
given situation value approximates to cost of production or 
departs from it widely. But we are not concerned with that 
problem here. We have simply to inquire whether, and if so 
why, substantial economies of mass-production are consistent 
with the survival of a large number of competing firms. I shall 
therefore merely observe that if competition implies not only a 
perfect market but also a complete absence of transport charges, 
it never exists in practice. We are no longer being asked to 
explain what happens in the real world but to solve a purely 
abstract and hypothetical problem. 

The hypothesis implied (viz. a perfect market and no transport 
costs) provides, however, a convenient line of approach to Mr. 
Robertson’s central problem. It is accordingly accepted in the 
two following sections. 

§ 12. The solution of this problem turns, as Marshall saw, on 
the element of time. 

It may be true—to take an extreme case—of every firm in 
the industry that its average cost would be lower if, other things 
being equal, its share in the aggregate output were larger. But 
expansion takes time, and further time is required before the 
newly-installed equipment can yield all its fruit. During this 
interval other things are not likely to remain equal. A firm’s 
efficiency depends on many other factors besides the scale of its 
operations. By the time Smith and Robinson have enlarged 
their output so as to get an advantage over their rivals in the 
matter of “ internal economies,” or before their new equipment 
is used up, their luck may have deserted them, and/or they may 
have lost their leadership in skill—with the result that on balance 
the advantage in efficiency now rests with Doe and Roe. The 
internal economies open to Smith and Robinson may still be so 
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great that, other things equal, they would lower their cost per 
unit by enlarging their output further, but the speed at which 
they can take advantage of this is limited by the speed at which 
they can expand and reap the fruits of expansion, and it may be 
so far outstripped by the rate at which their luck and ability 
are deteriorating that expansion now offers them no net gain!: 
their progress is then at an end and they are likely soon to lose 
ground. Meanwhile, Doe and Roe are forging ahead, and will 
continue to do so until for them in turn the growing advantages 
of large-scale operations are offset by declining ability or a down- 
ward trend of fortune. The lead will then pass to others— 
perhaps to Smith and Robinson again, perhaps to Brown and 
Jones. 

In such ways as these, the continual fluctuations in luck, 
ability and other factors affecting cost prevent the advantages 
of mass-production from enabling a single firm to absorb the whole 
output. If a firm could enlarge its output to any required size 
(and consume the additional equipment) instantaneously, then 
indeed the predominance of internal economies would, on our 
present hypothesis, be incompatible with competitive equilibrium ; 
but since it cannot,? the two conditions can be reconciled. 


1 The condition for this may be indicated as follows :—Let c be the additional 
cost which the firm would incur in expanding its output by an amount 4z, over an 
interval of time 4¢, if its ability, luck and so on remained constant—or, as we may 
say, the firm’s “ present marginal cost.”” Let c+ 4c be the cost which this 
expansion would involve when allowance is made for the probable change in the 
firm’s circumstances over that interval of time. The difference between these 
costs, 4c, may be called the increase, in marginal cost during the expansion- 
interval. Let p be the price of the product. Then expansion is profitable, 





indifferent or unprofitable according as p. 4x = c+ Ae, i.e. according as p. 4x — 
Ac. Thus, expansion ceases to be profitable when the increase in marginal 


cost during the expansion-interval becomes equal to the difference between the 
value of an increment of product and the present marginal cost. It will be under- 
stood that 4x includes the whole yield of the additional equipment installed and 
At the time necessary to secure it. 

2 It is impossible to pass from one point to another on a curve of the Pigou- 
Robertson type drawn to show what the firm’s average (or marginal) cost would be 
at various outputs if its ability, luck and so on remained as at present. We can 
only pass from one point to another on a series of such curves drawn to represent 
the circumstances of the firm at successive moments of time. Presumably, there- 
fore, Professor Pigou’s curves are not drawn on this plan, but represent, in some 
sense, the successive phases in the firm’s career. He has not, however, thought it 
worth while to discuss this point, and his treatment of the whole problem is 
rendered rather puzzling by his speaking throughout as if a firm’s costs were a 
function of two variables only (its own output and the industry’s), whereas in 
reality they are a function of three variables (its own output, the industry’s and 
time). There is a similar obscurity in Mr. Robertson’s diagrams. The 
phenomena referred to in the text might be described diagrammatically as 
follows. If we draw a cost-and-output curve for any firm (whether representative 
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One way of putting the point is to say that the additional 
cost which a representative firm would incur by expanding its 
output would be less than the price of the product if its ability, 
luck and so on remained constant; but yet would not be less if 
we allow for the probable change in its circumstances over the 
time-interval required for expansion; so that its expansion would 
not in fact be profitable. 

I am not sure whether ‘this is the solution offered by Mr. 
Robertson,! since he does not explain why Smith and Robinson, 
although a representative firm in all other respects, “ have not 
the quality of being able to expand output indefinitely at a 
lowered cost per unit,” nor develop at all fully his novel and 
intriguing distinction between a representative firm and the 





or otherwise) to show what its average or marginal cost would be at various 
outputs supposing its other circumstances to be and to remain what they are at a 
specified moment in its career, then this curve will slope downwards towards the 
right. But if we drew a series of such curves representing the circumstances of 
successive moments, cut them out and stood them side by side as Marshall 
proposed to do with another series of curves in a different connection (op. cit. 
pp. 809-10), then a vertical section through them parallel to the plane of the y 
axes would at certain points slope upward in the direction indicating the move- 
ment of time. It is this upward slope which, when steep enough, checks the 
expansion of the firm at certain stages in its career, and may even cause its con- 
traction, in spite of the downward slope of its cost and output curves in the 
direction o —>x. The curves are, of course, drawn on the assumption that the 
aggregate output of the industry stands at a specified figure. In the circumstances 
(now becoming rare) in which it is legitimate to speak of a representative firm with 
a life like that of “ the trees of the forest,” equilibrium may be said to require 
(1) that the total prospective costs of a representative new entrant into the in- 
dustry, summed over its whole career and discounted for distance in time, should 
be equal to its total prospective receipts similarly summed and discounted, and (2) 
that the addition to its total prospective costs required to enlarge its prospective 
output a little should be equal to the consequent addition to its total prospective 
receipts. If we allow for the discount of future receipts by a deduction from 
prospective physical output, we can say that the price of the product must be 
equal to (1) the representative new entrant’s average cost per unit over its whole 
career, and (2) the ratio of the increment in its prospective costs required to 
secure a small increment in its prospective output to that increment of output. 
In this sense, equilibrium requires price to be equal both to the average and to 
the marginal cost in a representative firm. These principles enable us to construct 
a supply schedule for the aggregate output of the industry, if we know the relation 
between the prospective costs and prospective output of a representative new 
entrant for every aggregate output of the industry. The analysis (which runs on 
lines somewhat similar to Prof. Pigou’s more recent contribution to the subject) 
can be expressed in simple mathematical formule and illustrated by diagrams; 
but it is not worth pursuing far, since it applies only to a special case now un- 
common. 

1 IT am, however, pretty confident that it is what Marshall intended. For 
he makes it quite clear that in equilibrium the value ofa unit of product must be 
equal to the “‘ marginal cost”’ in arepresentative firm (op. cit., V. xii. 3, p.460). And 
this will only fit into the rest of his analysis if this “‘ marginal cost”’ is calculated 
so as to allow for the change in circumstances over the expansion-interval. 











112 THE ECONOMIC JOURNAL [MARCH 





representative firm. I am unable to attach any precise inter- 
pretation to his picturesque analogy of the drop and the wave, 
or to his suggestion that we should regard the ‘‘ average cost 
curve of the Representative Firm” as nothing more than “a 
small-scale replica of the supply-curve of the industry as a whole.”! 
His account of how an industry which is out of equilibrium 
reaches it again is not to the point; for the whole difficulty is to 
explain what happens in equilibrium. In practice, no doubt, a 
growing industry seldom, if ever, reaches equilibrium: the 
demand is continually increasing and output is always chasing 
after it and never catching it up. The firms grow partly because 
they have not reached the size appropriate to the existing volume 
of production, partly because the volume of production is increas- 
ing; and it is impossible to say in any particular case how much 
of their growth is due to one cause and how much to the other. 
But the causes must be distinguished analytically if we are not 
to confuse ‘‘ a record of historical events ” with “a true supply- 
curve ”’ which represents “a series of conditional sentences.” 
But the representative firm need not be introduced at all. 
The point can be put quite simply as follows. Since it is true 
of every firm in the industry that it must at any given moment 
have a lower cost of production if its share in the output were 
larger, concentration of output and resources on a smaller number 
of firms would increase the efficiency and lower the costs of the 
firms on which they were concentrated; but it could only be 
maintained by withholding output and resources from other 
firms which, through lapse of time or a change in luck, had become 
more (or no less) efficient than these in spite of their smaller size : 
the advantage of continually shifting resources and output to the 
points where circumstances are for the moment most favourable 
would, in part at least, be lost. Hence the concentration would 
not be profitable? nor favourable to the industry’s efficiency. 
The resources would be employed in business units of a more 
efficient size but less efficient in other ways: the gain under one 
head would be offset by the loss under the other. Thus, though 
the economies of individual expansion are, on balance, positive in 


1 What, for instance, does he measure along the horizontal axis? The 
output of the industry or the output of the Firm when the output of the industry 
is of various sizes? If the latter, does he assume that the Firm’s output is a 
constant fraction of the industry’s (i.e. that the growth of the Firm is exactly 
proportionate to the growth of the industry)? If he does not assume this, how is 
its cost-curve constructed so as to reproduce the slope of the supply-curve ? 

2 Since the firms from which resources were withheld, being no less efficient 
than those which retained them, could offer them as good, or better, terms. 
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every firm, the economies of concentration are zero and those of 
rationalisation zero or negative. 

As before, the distinction between “‘ internal ” and “‘ external ”’ 
economies is of no assistance. But the distinction between the 
economies of ‘‘ concentration ’’ and “‘ rationalisation ’’ and those 
of “ individual expansion ” is ; for it at once directs attention to 
the fact thet a concentration of output into fewer hands involves 
other things besides the enlargement of the business units. 

§ 13. But have we not proved too much? If an enlargement 
of the business unit cannot, for the reasons stated, increase 
efficiency, how can it give rise to “increasing returns’’? We 
cannot now fall back, as we did before, on the difference between 
the cost of invading your competitors’ market and of increasing 
your own output while leaving theirs undisturbed; for, on our 
present hypothesis, no considerable difference is likely to exist. 
Are we then driven to say that increasing returns, if they occur 
at all, must be due to Marshall’s “‘ external ’’ economies ? 

No. For an enlargement in the total volume of trade may 
increase the speed at which an individual business can grow.* 
The enlargement of output is due, let us say, to an unexpected 
increase in demand. The first effect will be that some firms 
which would not have expanded further now find it profitable 
to do so, while others which would have contracted now maintain 
their output. For the moment, costs may not be lowered and 
may even be increased; since this additional product, though 
produced in larger units, is produced in less favourable circum- 
stances (e.g. under older managers). But the larger volume of 
business increases the chance of obtaining trade for new, young or 
fortunate businesses, and therefore increases the rate at which they 
can grow. Hence, as time goes on, a firm at any given stage in 
its career, and therefore at any given phase in efficiency, will 
tend to have a larger output than before and accordingly a lower 
average cost (since, ex hypothesi, managing ability being given, 
its cost per unit is lower the larger its output). In this way the 
output as a whole comes in time to be produced at a smaller cost 
per unit than the old output was. The reduction could not have 
been secured by concentrating the old output, because with a 
smaller total volume of business firms could not have grown so 
fast. Yet it is entirely due to the predominance of “ internal ”’ 


1 I am indebted to Mr. E. A. G. Robinson for drawing my attention to the 
importance of the rate of growth in this connection. But he is not responsible for 
my attempt to show how this may be increased by an increase in the volume of 
trade nor for the reasoning I have based on it. 

No. 157.—VoL. XL. I 
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economies, 7.e. to the fact that, other things being equal, a firm’s 
average cost will be lower the greater its output. 

Here again the classical division of economies into internal 
and external does not help, while the distinction between those 
which arise from concentrating output and those which arise 
from enlarging it does. And here again, though the advantages 
accruing from the increase in aggregate output can be explained 
by saying that it leads to an increase in the size of the repre- 
sentative firm which would not have been profitable without it, 
they can equally well be explained by saying that the increase 
in the volume of trade makes possible a grouping of resources 
into larger business units (an upward shift in the size-distribution 
of businesses) without the disadvantages that would accompany a 
concentration of the existing output. 

§ 14. There are, of course, many other ways in which “ the 
economies of individual expansion” may differ from “the 
economies of concentration’ and both form ‘the economies of 
large-scale industry.” I have had to select, not the most import- 
ant, but those which are most directly relevant to Mr. Robertson’s 
problems. Fuller discussion must await another occasion. 
Meanwhile, I should like, in conclusion, to give two reasons why, 
in my view, the device of the “representative firm ”’ and the 
distinction between “external” and “ internal ”’ economies are 
of less general utility than Mr. Robertson seems to think. 

First, the “‘ representative firm,’ and more particularly the 
analogy with the “‘ trees of the forest,’’ are only applicable to a 
particular set of conditions—which is becoming less and less 
commonevery day. ‘ As with the growth of trees,” says Marshall, 
“so was it with the growth of businesses as a general rule before 
the great recent development of vast joint-stock companies, which 
often stagnate, but do not readily die. Now that rule is far from 
universal, but it still holds in many industries and trades.” 1 
The italics are mine, but the past tense and the warning limita- 
tions are Marshall’s. Mr. Robertson ignores them. Yet surely 
they are even more significant now than when the Principles was 
written. Indeed I should be inclined to say that the “rule ”’ had 
by now become an exception. In most industries we are faced, 
not with a population of transitory firms, each being born, rising 
to maturity and passing on through old age to death, but with 
a number of more or less permanent business units or employment- 
nuclei, each with its own individuality, each expanding and con- 


1 Op. cit., IV. xiii. 1, p. 316. 
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tracting from time to time as its luck waxes or wanes, its managers 
grow slack or make way for new blood, fashion ebbs and flows, 
but continuing in existence more or less indefinitely!; and we 
must conceive of equilibrium in the industry as a whole as arising, 
if it arises at all, from a dovetailing of their various phases of 
efficiency, due to the fact that their fluctuations are in part 
independent and in part compensatory, the contraction of one 
leading to the expansion of another. If we must have an analogy, 
it should be, not with the trees of the forest, but with a cluster 
of variable stars, each with its own individuality, magnitude, 
spectrum and so on, and each with its own characteristic series 
of light-fluctuations (mostly irregular, but some showing a sort 
of Cepheid-like periodicity); the brightness of the whole being 
kept more or less constant by the compensating action of the 
individual fluctuations. In such a situation it is impossible to 
write the characteristic life-story of a “ typical ” or “‘ representa- 
tive ” firm. ’ 3 

Secondly, how does Mr. Robertson propose to use the ‘“ repre- 
sentative’ firm or “internal” and “external”? economies to 
explain increasing returns when they arise from the kind of 
reorganisation described by Professor Allyn Young? Take, for 
example, his own illustration. When, with the growth of a 
textile industry, the old spinning-cum-weaving-cum-dyeing units 
are superseded by separate spinning mills, weaving sheds and 
dyeing plants each under separate management, what has become 
of the representative firm? Suppose that (measured by the 
quantity of resources they employ) the spinning firms are the 
same size as the old mixed units, the weaving firms smaller, the 
dyeing firms larger: has the representative firm increased in 
size or diminished or remained constant? And are the economies 
they all get from the use of specialised machinery and the division 
of labour in their own works “internal” or “ external’? or 
“internal” in the case of the dyers and “external” for the 
spinners and weavers? or “ external-internal ”’ for all three? or 
“internal-external’’? Need one—can one—say more than that 
the growth of the industry leads to (i.e. the sense that, the laws 
of economics being what they are, it necessarily implies) a redistri- 

1 As Professor Macgregor has recently shown, many joint-stock companies 
die young. My point is that there is a nucleus of Methuselahs in most trades 
and that in many it is a dominant element. The firms may, of course, from 
time to time enter into agreements and combinations, but even then they 
retain many of their individual characteristics as centres of employment and 
production. P 

I 
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bution of its resources in such a way that it becomes sectionalised, 
the business-units being in some sections larger than the old 
unspecialised concerns, in others smaller, in others the same size ; 
and that the net effect of the change is to increase substantially 
the efficiency of the resources employed—in other words, that the 
economies of large-scale industry are here, on balance, positive 


and of considerable magnitude ? 
G. F. SHove 
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The Coal Industry of the Eighteenth Century. By T. 8S. Asuton 
ma and J. Sykes. (Manchester University Press. Pp. 268. 


14s.) 


Tuts is an important book on an important subject. Coal is 
so obviously the material basis of modern economic civilisation 
that it is curious that this work should be almost the first attempt 
by competent historians to deal with its history. It is possible 
that the precocity of English economic development in the 
modern era is partly to be explained by the fact that the shortage 
of timber caused the wooden age—which was as truly a dis- 
tinctive economic phase as the iron age that succeeded it—to 
decline in England earlier than on the Continent. No one, at 
any rate, can read the economic history of the sixteenth and 
seventeenth centuries without realising that this country was 
faced by a fuel problem, which it attempted to meet in the 
orthodox manner, partly by a timber conservation policy, partly 
by developing the use of an alternative combustible. A modest 
expansion of the coal industry took place earlier than is commonly 
realised—even in the early seventeenth century a writer could 
speak of the coalfields of the north-east coast as the English 
Indies. It was closely connected with the development of other 
manufactures, with the application of scientific knowledge to the 
practical problems of industry, and with the progress of invention ; 
while the fact that everywhere in England, with the possible 
exception of the Forest of Dean, it grew up outside the traditional 
social cadres gave its structure and organisation from the start a 
character of their own. Textiles, though important, have 
hitherto occupied too large a space in economic histories. To see 
the forces that were making the future, the student should turn, at 
any rate after the middle of the seventeenth century, to the coal 
industry. 

Mr. Ashton and Mr. Sykes are not concerned with origins. 
They begin their story in the early eighteenth century, when the 
industry is firmly established and rapidly expanding, and end it 
before the sensational increase in production in the second quarter 
of the nineteenth. Of the fourteen chapters in their book, 
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Chapters I-IV are concerned mainly with the technique of pro- 
duction, Chapters V-X with the economic and social conditions 
of the mine-workers, Chapter XI with mineral rights, and Chapters 
XII to XIV with the commercial side of the industry, including 
the supply of coal to the greatest market, London, and with com- 
binations in the coal trade. Their use of printed sources, pamphlets, 
the publications of the Hist. MSS. Commission, and the Calendars 
of State Papers shows the wealth of easily accessible material 
which is as yet unexhausted by the economic historian, who is 
still sometimes too much disposed to believe that to neglect it 
for manuscript sources is a sign of grace. But economic history 
cannot be written without work on manuscript sources at some 
point or another, and Mr. Ashton and Mr. Sykes have made a 
very valuable contribution in hunting out one particular class of 
material which till recently has been too much neglected, namely, 
the records of firms. Professor Unwin made good use of it in his 
work on Samuel Oldknow and the Arkwrights, as did Mr. Ashton 
himself in his book on Iron and Steel in the Industrial Revo- 
lution. The present volume exploits it, however, on a larger 
scale than any other known to me, except possibly the unending 
series of German works on the Fuggers. This is a new and 
important departure, which must have involved much hard 
labour, both physical and mental, to carry through, and on this 
ground alone Mr. Ashton and Mr. Sykes would deserve our 
gratitude. 

The value of materials lies in the use to which they are put. 
What, it may be asked, do the results come to? Partly, perhaps, 
owing to the nature of the sources on which they have mainly 
relied, but still more, no doubt, owing to the difficulty—it may be 
the impossibility—of obtaining any reliable statistical evidence 
of a comprehensive kind, the book is intensive rather than exten- 
sive. It does not attempt, that is to say, to give a synthetic 
picture of the coal industry at the beginning and end of the 
eighteenth century. It does not offer any new estimate of the 
total output of coal, or give an account of the relative importance 
of different fields, or discuss in any detail (except in the case of 
London) the coal trade of different ports. To say this is not a 
criticism, for the materials may not allow of the satisfactory 
treatment of these subjects; and, in any case, though adequate 
quantitative data would be valuable if we could get them, an 
instructive picture of the organisation and methods of the indus- 
try, of the lives of the mine-workers, and of the main develop- 
ments in technique can be given even in their absence. 
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Such a picture is drawn with much insight and skill by Mr. 
Ashton and Mr. Sykes. Mining technique is a bewildering subject, 
but it has a more than technical importance, and in the opening 
chapters they describe the physiology, so to say, of coal-mining 
in the eighteenth century in a manner which is intelligible to the 
layman. They indicate the influence on the industry of the 
English land system, with its great estates: it may be said with 
some confidence, indeed, that, had England been, like France, a 
country of peasant proprietors, the rights of the surface-owner 
over the subsoil would not have been what they are to-day. 
Their accounts of the Scottish collier-serf, and of the bonding 
system in the north of England, are much the best that have yet 
been given. Their chapter on collective contract, with its hint 
of an early democratic system of groups working under a leader 
chosen by themselves, and of its subsequent degeneration into the 
odious butty system against which the miners have fought for a 
century, and which is still with us in Nottinghamshire to-day, 
raises intriguing questions. These chapters, and those which 
follow them, on the effect of changes in the cost of food on 
the mining population (called by the suggestive, but perhaps 
unduly limited, title of Corn Riots), on Wages and Conditions of 
Work, and on the Effects of Industrial Progress on Labour, are 
extremely valuable. Their conclusion is of a pessimism which 
some will find surprising. ‘‘ Only a very determined meliorist, 
blinded by a preconceived theory, could assert with confidence 
that it was better to be a collier’s child in the opening years of 
Victoria than in those of George IT.” 

The chapter on royalties and wayleaves bring out the interest- 
ing point that the proportion of the value of the output taken by 
the mineral-owner was in some cases—it is probably true to say 
in most cases—much higher than it is to-day. But the turning- 
point in the development of English mineral law had come earlier, 
and, while France overhauled her system twice in the eighteenth 
century, in England arrangements which were absurd in them- 
selves, and which descended from an age when no one, except a 
few prospectors, guessed that coal had a great economic future, 
survived unaltered. The account given of the organisation of 
the different layers of distributors through whose hands the coal 
passed on the way to the London consumer, and of the combina- 
tions to rig the market, is illuminating. The latter subject— 
the limitation of the Vend—is almost the only aspect of the 
eighteenth-century coal trade which had been dealt with at length 
before the appearance of the present work. Its authors are, no 
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doubt, quite right in saying that the limitation of the Vend has 
a much longer history than is suggested by Professor Levy. 
They show that selling agreements existed early in the eigh- 
teenth century, and, as a matter of fact, provoked protests in 
the closing years of the sixteenth. Altogether, Mr. Ashton and 
Mr. Sykes are to be congratulated on having produced a remark- 
able and instructive book, based on thorough and honest research, 
and written (a statement not always true, alas! of works of 
research) in a style that makes it a pleasure to read. 

R. H. TawNnEY 


Foreign Investments (Lectures on the Harris Foundation, 1928). 
By Gustav CassEL, Professor of Economics, Stockholm ; 
THEODOR E. Grecory, Professor of Banking and Currency, 
London School of Economics; Ropert E. Kuczynsk1, 
Council Member, Institute of Economics, Washington; and 
Henry Kirtrepce Norton, publicist and author. (The 
University of Chicago Press, Chicago. 1929. Pp. ix + 232. 
15s. net.) 


PROFESSOR CASSEL opens his three lectures with an exposition 
of his well-known Purchasing Power Parity principle. In the 
trade between two countries, A and B, “ equilibrium in the 
international balance of trade,” he says, “‘ can evidently only be 
reached at a rate of exchange which will enable A to sell as much 
to Bas BtoA. This definition may serve as the exact definition 
of the rate of exchange that represents the Purchasing Power 
Parity.” This definition, which is several times repeated, and 
the implications of the loose phrase “‘ as much as” tempt one to 
an examination of Professor Cassel’s basic thesis for which there 
is no space here and for which this is not the occasion. Sufficient 
for the moment is it to suggest that his principle is much too 
simple to explain the course of exchange rates over the past five 
years. No authoritative examination of international finance 
over that period has yet been made, and in many respects the 
material for it is not yet available. One may express the hope 
that among the results of Mr. Snowden’s new Commission on 
Finance will be the shedding of much light on many dark corners 
in the financial world. To-day, in the attempt to explain, there 
is far too much risk’that one may only mislead. 

Professor Cassel holds‘that “‘ an export of capital is always 
counterbalanced by an export of goods to the same value,” 
including in goods services, and that, therefore, ‘“‘ the equilibrium 
of the rate of exchange will not be affected.’’ Further, he con- 
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cludes that ‘‘ a central bank can always buy all gold currency that 

is offered to it, provided the price is kept a little below par, without 
running the risk of the currency being inflated by a superabundant 
import of foreign capital,” for the rise in internal prices would 
bring about “‘ a consequent rise in the exchange value of foreign 
gold currencies” previously undervalued. His second lecture is 
devoted to disproving the alleged drawbacks of an export of 
capital, and to showing that a diminution of such exports has 
been the cause of the depressed condition of the great exporting 
industries of industrial countries, particularly Great Britain. 
In his third lecture he examines the effects of the Dawes Plan on 
Germany, especially in view of the tariff policy of the United 
States, and usefully points out to Chicago that ‘“‘ the United 
States must once and for all make a definite choice between their 
interest in protecting home industries and their interest in 
alleviating their federal budget.”’ 

Professor Gregory also contributes three lectures, in the course 
of which he gives a criticism of the estimates of the “ balance of 
trade ’’ made annually by the British Board of Trade, a criticism 
which is needlessly unsympathetic to the difficulties which the 
Department has always frankly set forth. He gives no assistance 
in the removal of those difficulties, and he credits the Board in 
one place with an assumption which it certainly does not make in 
so simple a form; referring to the fact that the ‘‘ balance ”’ is one 
of revenue items only, he says that “‘ it is assumed that if the sum- 
total of the credit items exceeds the visible adverse balance of 
trade, the difference measures the net balance of all the capital 
items.’ Passing away from this minor matter Professor Gregory 
discusses the three main views which are currently entertained 
as to the value of foreign investment to the economic life of 
England. The first is the orthodox Free Trade or City view, that 
investment can be left to the investor, since “ the free play of 
market forces will adjust the rate of interest to be paid by the 
different classes of borrowers in such a way that the price of each 
loan reflects both the degree of risk involved and the need of the 
borrower.” The second, or ‘‘ Imperialist-Protectionist ’’ or Con- 
servative view, is that exports of capital should be deliberately 
made to stimulate exports of goods, especially by governmental 
action such as the Trade Facilities Acts, and that capital loans to 
the Empire should be particularly favoured. The third view, to 
which Professor Gregory ascribes the name “‘ Economic National- 
ism,” is advocated by Mr. J. M. Keynes and his colleagues in the 
Liberal Report on “ Britain’s Economic Future.” This group 

















122 THE ECONOMIC JOURNAL [MARCH 


hold that “‘ a correct balance ” between investment at home and 
investment overseas should be maintained with the controlling 
help of a Board of National Investment, so that “‘ the develop- 
ment and extension of transport facilities, public utilities, indus- 
tries, housing, and agricultural equipment at home should be a 
first charge on the national savings, and . . . only the surplus, after 
the satisfaction of all reasonable domestic requirements under 
these headings, should be made available to public bodies abroad.”’ 
The implications of this policy are acutely analysed, and attention 
may be directed to the third lecture, on “the British capital 
market during the war.” Professor Gregory does not seem to 
come to any very clear decision on the matter—perhaps it was 
not his business to do so. But he quotes the estimate of the 
Colwyn Committee that in view of the declining rate of increase 
of the population, “ provision of capital according to old standards, 
and sufficient to maintain the existing rate of production and 
the status quo of the standard of living, can continue to be found 
without the least difficulty.” From this he concludes that 
“ even if, then, it is held that a larger per capita investment at 
home than was normal in the past is desirable in the future, it is 
improbable that a slight shift in interest rates would not succeed 
in diverting funds to home use, even without any administrative 
interference with the processes of investment other than some 
extension of the volume of domestic issues having the status of 
trustee securities.” 

Mr. Kuczynski’s contribution to this volume is a useful review 
of the process of American lending to Germany and of the effects 
of redemption of these loans on American economic life. America 
can sell goods so long as she lends, he points out. ‘‘ But America 
cannot go on for ever lending to Germany. Some day there must 
be a settlement. Some day America must be prepared to accept 
redemption with its consequences.” 

Mr. Norton discusses ‘“‘ backward countries as a field for 
investment ”’ from the American standpoint. ‘It seems to me,” 
he says, ‘‘ quite evident that the investment of capital in backward 
countries is not only a legitimate, but a desirable, proceeding. 
It seems desirable even in view of the unpleasant duties that 
sometimes go with it,”’ such as ‘‘ protecting ’’ American interests 
in such places. ‘‘ The problem of backward countries as a field 
for investment is the problem of finding at one and the same 
time adequate restraint for them and adequate self-restraint for 
ourselves.” 

Henry W. Macrosty 
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The Economics of Farm Relief. By Epwin R. A. SELIGMAN. 
(New York: Columbia University Press. 1929. Pp. 303.) 
TuE conclusions of various Parliamentary commissions which 
have studied the agricultural situation in England have been 
subjected to careful analysis by many experts in the field of 
agricultural economics. The great number of relief measures 
which have so far been proposed testify convincingly to the 
complexity of the problem. Whether or not the present symp- 
toms of depression in American agriculture indicate that the 
ailment which has played havoc with the English farmer has now 
spread to the United States remains as yet unanswered. In any 
event the point has been reached in this country, where an 
inquiry into the farmer’s economic well-being is demanded. 
Expediency compels our political leaders to assume a serious 
mien whenever the plight of the farmer is discussed; they have, 
furthermore, been induced to commit themselves deeply in regard 
to farm relief. The recent appointment of a Farm Board, with 
extensive powers and with substantial financial resources at its 
disposal, confirms this situation very definitely. 

In the Economics of Farm Relief Professor Seligman under- 
takes to diagnose the difficulties and grievances of the American 
farmer. ‘‘ Instead of population pressing upon food supply,” 
the author writes.in his preliminary remarks, ‘“‘ food supply is 
pressing upon population” (p. 24). The implications of this 
statement are far-reaching. Disparity between demand and 
supply has threatened the farmer before. The disposal of surplus 
farm products necessitates either the development of a foreign 
market or an increase in domestic consumption—perhaps both. 
The formulation of a set of rules which will accomplish the desired 
results is well-nigh impossible. The situation is complicated by 
circumstances beyond the control of man—weather conditions, 
the ravages of unconquered insect pests, etc., and, to a lesser 
extent, changes in standards of consumption. The long-time and 
the emergency problems, as Seligman calls them, must necessarily 
be met by different agencies; any programme of farm relief must 
include both. 

Seligman’s proposed roads to agricultural prosperity traverse 
many shaded lanes where visibility is seriously obstructed and 
surmount a not inconsiderable number of grades which necessitate 
on the part of the reader a highly-geared imagination. But in the 
main his judgments and his advice are sound, as might be expected 
from one who has devoted most of his life to the study and prac- 
tical application of economic theories. He concludes his lengthy 
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argument with the remark: ‘‘ The farmer’s problem is in large 
part a problem of readjustment. The acuteness of the situation 
will disappear, as has been the case in previous periods of depres- 
sion. But the pains of the transition may be alleviated by 
remedial action. Moreover, there remains a substantial sub- 
stratum of more permanent conditions. There are at work funda- 
mental causes of both a world and a domestic character which 
render the position of the farmer relatively more difficult and 
which tend to menace his continued equality with industry. 
Government can indeed provide no panacea, nor can it reverse 
the operation of factors that depend upon forces beyond its 
control. But in the more modest task of removing obstacles, of 
affording opportunities, of equalising conditions, of taking 
emergency action and of rendering aid where it is imperatively 
needed, a Government Farm Board can do its share in helping to 
preserve the old-time American farmer and in leading him on to 
ever newer levels of prosperity and contentment.” 

The “ modest task’ which Seligman speaks of is actually a 
stupendous one. Experience indicates that economic adjust- 
ments are extremely difficult to accomplish by legislative action. 
If the present programme of farm relief in the United States is 
to meet with any measure of success, Government effort will have 
to be supplemented by unstinted co-operation on the part of 


the farmer. 
FEvix FLUGEL 
University of California. 


Transport Co-ordination. By K. G. Frenrton, Ph.D. (King. 
1929. Pp. 142. 6s.) 


Tuis book bears witness to the increase of attention which 
economists are now giving to the branch of their subject dealing 
with transport problems. The pioneering work of the late Sir 
William Acworth was limited mainly to questions appertaining 
to railway transport; to-day the field is wider, and, rightly, 
transport is increasingly regarded as a complete whole. The 
inter-relationship between the various species of the genus forms 
the most pressing problem in this branch of economic study, and 
Dr. Fenelon’s book, which is described in a sub-title as ‘“‘ A Study 
of Present-day Transport Problems,” is published at a time 
when the focus of attention is directed upon many of the subjects 
he discusses, such as the regulation and co-ordination of London 
traffic. 

A paper read at the Glasgow meeting of the British Association 
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provided the seed from which this present work grew. That the 
seed was carefully tended and skilfully directed is abundantly 
clear, while the author was fortunate in that important events 
have followed one another closely in the field of which he treats, 
such as the successful application for road powers by the railways, 
and the consequences of those added powers. Dr. Fenelon has 
divided his study into five main parts, in the first of which he 
contrasts the economic characteristics of the various types of 
transport, and attempts to outline their respective economic 
spheres. Evolution of the internal combustion engine for road 
and air transport still continues, and this section of the book is 
almost entirely free from the error of attempting to draw hard- 
and-fast margins between the spheres of function of the various 
transport methods. The author wisely stresses the effect of an 
increased degree of retail trade, and its relation to transport 
service, and points out the development of production in country 
districts through the coming of the motor vehicle, though equally 
he draws attention to the comparative lack of success of the 
electric vehicle for city haulage. The picture drawn of canals in 
Great Britain is not a particularly optimistic one, except, perhaps, 
for the revivified Grand Union, which may be regarded as a “‘ new 
venture of great interest.”” On the other hand, the development 
of civil aviation has been very striking, though primarily in the 
international sphere, and amongst its advantages the author 
might well have included its power of rendering tariff walls totally 
ineffective except at termini. 

The succeeding section of the book deals with road and rail 
competition, and discusses without bias this problem which faces 
all industrialised and some other countries. The demise of light 
railways, and the unremunerative character of railway branch 
lines attracts attention, as does the fundamental weakness of the 
railway with its heavy burden of fixed costs and nationally regu- 
lated conditions of work. There is considerable truth in the 
statement that ‘“‘ Much of the work . . . by the Rates Tribunal 
has indeed been wasted labour and gone for nothing,’ owing to 
road competition and the depression in trade, though in assuming 
that a reduction in gross revenue, as, for instance, in coal traffic, 
necessarily means proportionate reductions in net revenue, the 
author would seem to be on less firm ground. Similarly, while 
train mileage as a measure of work done may increase, the cost 
per unit may fall so as to more than offset the increase. While 
pointing out that the main attraction of the long-distance motor 
coach is cheapness, the author reminds one that the average 
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receipt per passenger mile by rail is less than one penny, which is 
the figure at which buses can operate successfully. That com- 
petition inevitably leads to co-ordination and comparative sta- 
bility is the basis of the section dealing with “The Economic 
Basis of Co-ordination,” while the practical steps which have been 
taken in road and rail co-ordination in Great Britain and abroad 
follow in logical sequence. A short chapter then deals with the 
relationship of air and water transport, inland and coastwise, to 
the other forms of transport, while the book concludes with a 
most useful description of the ‘‘ Co-ordination of Passenger 
Transport Facilities in Great Cities,” covering Paris, Berlin, 
Vienna and London. 

Provided with a complete index, Dr. Fenelon’s book should 
prove very useful to students of transport economics, and valuable 
as a book of reference in regard to recent traffic trends and 


legislation. 
C. E. R. SHERRINGTON 


Emigration from the British Isles (with special reference to the 
Development of the Overseas Dominions). By W. A. 
CaRRoTHERS, D.F.C., Ph.D. (P.S. King & Son, Ltd. 15s.) 


Hezrz at last is a study of the problem of Emigration from the 
British Isles which throws light both on past difficulties and 
on present-day emigration, and at the same time treats of the 
development of the Overseas Dominions. 

The British migration which began after the Napoleonic wars, 
and which carried on through the nineteenth and twentieth cen- 
turies, is, as Dr. Carrothers points out, the greatest in the history 
of the world. Not only is it important in point of numbers, but 
it laid the basis of what is now the British Commonwealth of 
Nations, relieved the Old Land of population for which no work 
could be found, gave an impulse to steamship construction, and 
was the origin of the gold discoveries in the British Dominions 
which changed the whole economy of the world. 

The book covers the thought and practice of the nineteenth 
century on the subject of population—the pessimism of Mal- 
thusianism, succeeded by the optimism resulting from railway 
development and industrial expansion—and shows how opinion 
reflected conditions and influenced policy. There are three 
chapters dealing with Edward Gibbon Wakefield’s ideas and 
schemes and their effects on Australian and New Zealand 
settlement. 

Special attention is given to the emigration from Ireland and 
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Scotland caused largely by distress—particularly by the Irish 
famine. 

We come to see that assisted emigration is no new method. 
It was applied from time to time in the past century, but had 
lapsed in the years immediately before the Great War, when the 
prevailing motive was hope of advancement rather than distress 
or fear of distress, and yet in.1912 the high-water mark of emigra- 
tion from the British Isles was reached. A decrease of 15 per cent. 
came in 1913, and a still greater decrease in the early months of 
1914. Allied with the change in motive of the emigration of this 
century there was a remarkable change in the destination. In the 
decade 1891-1900 only 28 per cent. of the emigrants from the 
British Isles went to places within the Empire, but from 1901 to 
1912 the number remaining within the Empire increased to 
63 per cent. of the total, and in 1913 it was 78 per cent. 

There was a further reason for the change in motive of the 
emigration in the increasing tendency for periods of. prosperity 
and depression to coincide in the great industrial and commercial 
countries such as Great Britain, United States and Germany. 
This naturally gave rise to an emigration resulting not so much 
from actual depression as from the pull of greater opportunity 
elsewhere, and modern transportation facilities provided greater 
freedom of movement in the corresponding periods of prosperity 
in England and abroad. Because of this there has grown up the 
mistaken theory (originally propounded by Sir Robert Giffen in 
1885) that periods of prosperity are periods of greatest emigration. 
This theory appears in reports of the Overseas Settlement Com- 
mittee from time to time. The error arises from the attempt to 
deduce general principles regarding emigration from purely 
statistical data, leaving out psychological factors. No two 
emigration cycles are alike, but an analysis of nineteenth-century 
emigration statistics reveals a tendency for the “ movement to 
take place about the beginning of the second year of the period 
of depression, and this increase has carried over into the succeeding 
period of prosperity.” 

Turning to post-war emigration, difficulties have arisen from 
mistaken conceptions of what is possible in view of the almost 
revolutionary social and economic changes both at home and 
abroad ;—in the British Isles, cessation of Irish emigration, the 
protection of the worker, the increasing paternalism of the State, 
the increased cost of passages, and the psychological reaction 
against emigration on the part of a people who felt the Old Land 
ought to provide homes and bread: and in the Dominions, 
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agricultural depression, completion of railway construction, 
increasing use of machinery in all forms of primary production, 
growth of labour unions with their jealously guarded privileges, 
and the return to the Dominions of their troops after the war. 

It was perhaps difficult to foresee these changes in 1921, when 
the migration policy was endorsed by the Conference of Prime 
Ministers and later embodied in the Empire Settlement Act of 
1922. Based on the idea of a redistribution of the white popula- 
tion of the Empire through Government-aided migration, there 
seemed to be confidence that the pre-war movement would 
recommence. 

In 1923 the Imperial Economic Conference stated : ‘‘ The new 
policy aims at remedying the shortage of white population over- 
seas and diminishing in some degree the present excessive inequality 
of distribution of the white population of the Empire, while at 
the same time ensuring that a larger proportion of the normal 
stream of migrants from the more densely populated countries of 
the Empire shall be retained under the British flag.” 

In 1926, despite the clear appearance of the changes indicated, 
considerable optimism still prevailed at the Imperial Conference, 
but the resolution with regard to the redistribution of population 
pointed out that ‘‘ it would be impracticable, owing to financial, 
economic and political considerations, to promote mass move- 
ments of population’’; yet the Conference was “ satisfied that 
by continuous adherence to the present policy it should be 
possible steadily to increase the flow of population to those parts 
of the British Commonwealth where settlers are most needed for 
development and general security, and where they will find the 
greatest opportunities.” 

Dr. Carrothers rightly points out that this recognises the 
difficulty of the policy and indeed to some extent its failure, yet 
continues to saddle the Overseas Settlement Committee with the 
impossible task of developing the movement. 

“There are indications,” he writes, “‘ that the nineteenth- 
century emigration movement from the British Isles, which 
commenced at the close of the Napoleonic wars, is drawing to an 
end. That the movement will cease completely is unlikely. 
There would still be the adventurous spirits, the dissatisfied and 
the distressed, who from year to year would seek their fortunes 
elsewhere, part of whom would be drawn to the Dominions. But 
the practical cessation of emigration from the British Isles would 
create serious problems for the Dominions, particularly Australia, 
assuming that the economic development of the Dominions is 
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such as to require immigrants.” In this concluding paragraph 
the author really sets out the problem. 

The question arises whether the economic depression affecting 
the heavier industries and the post-war unemployment are not 
only far from being epidemic and chronic, but simply episodic in 
the economic history of the country. The question is really 
whether fewer people, if there were fewer people, would be 
better off. The answer to that can hardly be in terms 
of the number of unemployed, for if the unemployed were 
drawn off, unemployment might still remain. Nor can it be 
answered by considering income per head, which in the case 
of England has increased enormously, and indeed income 
has grown with the increase of population in the Dominions 
and in the United States. The economic doctrine that capital is 
fixed, and the more that share it the less there is to share, takes 
no account of the phenomenon (of which modern France is a 
striking example) of an immigrant able-bodied labour supply 
constantly inducing and making it profitable for the entrepreneur 
to find productive work. There are signs that agriculture in the 
United States is suffering from a lack of adequate farm labour 
supply resulting from quota restrictions. 

The definition of ‘‘ optimum ”’ population and the desirability 
of emigration or immigration, as the case may be, is primarily the 
economic problem. Dr. Carrothers has kept this in mind, but 
has treated the subject along historical lines. There is now 
needed, however, a statistical and analytical survey of migration 
taking into account the factors of the discoveries of gold and the 
beginnings of steamship and railway development. Whether 
mineral or water-power development will have the same pull in 
the matter of migration as gold, for example, in the middle of 
the nineteenth century, in the march of settlers westward in 
America towards California and in Canada towards the North- 
west, and in Australia and New Zealand, remains to be seen. 
Has Great Britain still got in her millions the type that will 
undertake the heavy tasks of the pioneer? This book gives 
glimpses of the hardships which Irish settlers had in Canada, and 
the stories are confirmed by Senator Andrew Haydon in his book, 
Pioneer Sketches in the District of Bathurst, in his very interesting 
chapter on ‘“‘ The Ballyghiblins.”” These settlers had had such 
hard conditions in Ireland that they were pleased with the 
reception given them in Canada. 

Through such has Canada achieved Dominion. Unfortunately 
the last generation in England had their share of hardship in 
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France, and this must have made the appeal of pioneer life some- 
what less attractive. 

Dr. Carrothers in his Preface expresses the hope that the book 
may be of assistance in removing the idea that the migration 
problem is ‘“‘ simply that of recruiting and transporting migrants.” 
The book does more. It demonstrates that the problem is so 
little understood because it demands a thorough and rare knowledge 
of social, economic and psychological factors both at home 


and abroad. 
R. ENGLAND 


Lancashire Betrayed. By Ernest E. Canney. (Manchester: 
John Heywood, Ltd. Pp. 127. 3s. 6d.) 


Dourine the last few years Mr. Canney has written many 
articles and delivered many addresses on the post-war situation 
in the cotton industry. This book is composed of a selection of 
them, and in its style and in the repetition it contains bears 
marks of its origin. Its somewhat startling title is justified by 
Mr. Canney on the ground that the cotton industry had been 
subject to a series of betrayals: (a) by the militarism that 
brought about the war, (b) by the country denying the tacit 
guarantees of a sound and considerate national policy, (c) by the 
majority of those engaged in the industry having turned aside 
from the difficult path of sound principle to explore the easy 
and highly attractive route to perdition, (d) by those contributing 
to the literature of the cotton problem who have found an easy 
way out of its perplexities by thrusting the blame entirely on 
to the depressed spinners. 

Generally Mr. Canney contends that the situation in the 
cotton industry is due to causes external to the industry, and 
insists that his statement of these causes and of the remedies for 
the situation is applicable to all the depressed basic industries : 
coal, iron and steel, shipbuilding, shipping, and agriculture. 
These industries, he declares, have served as the dumping ground 
for the post-war burdens of the nation at large, and the key 
question which those engaged in the industries ought to ask, 
both for their future guidance and to clear up the present situa- 
tion, is, ‘“‘ Are we to understand that investors of capital and 
labour in the staple export industries will in future be called 
upon to take up the burden of all wars, whilst other sections of 
the community will be allowed to escape practically scot free ? ”’ 
Mr. Canney is so impressed with the need for this question to be 
asked and answered that, at the outset of the address in which 
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it appears, he reminded his audience of the method adopted by 
the seconds in the old prize-ring of stimulating the activity of 
their semi-conscious champions by biting their ears, and stated 
that, on that occasion, he intended, if he could get at them, 
“to take a few bites at the deaf ears that Lancashire usually 
turns when recommendations outside the normal routine of the 
industry are discussed.” 

In the same address (the hea of which is present in all the 
others) Mr. Canney dealt with the effects of deflation on the 
finances of a sample of the cotton mills reconstructed during the 
boom of 1919-20, and contended that, at the time of the address, 
“expressing everything in goods values . . . loanholders have 
had in repayments already 63-6 per cent. of the original loans; 
yet the outstanding loans remain at 32-6 per cent. more than the 
original loans. Meanwhile they have enjoyed interest nominally 
at 6 per cent., but in real value at 10-25 per cent.” Other burdens 
which the cotton industry and other staple industries have to 
bear are those consequent upon “ the excessive remuneration in 
national and local services, the price rings and other trade agree- 
ments, monopoly combines, safeguarding and protecting of minor 
industries, subsidies for new industries—one or other of which 
applies to all sheltered industries, professions and public services, 
as well as to the retailers. By these adventitious aids large sec- 
tions of the community . . . have been enabled to evade the 
war burden and to thrust their share upon the staple industries.” 
At the close of the address Mr. Canney formulated his recom- 
mendations, of which two may be mentioned: first, that the 
cotton industry should become politically conscious and see that 
it has adequate representation in Parliament; second, that a 
special committee should be set up to estimate the financial 
assistance required to repair the damage of deflation and to 
formulate a claim on the nation. 

If one may summarise the whole of Mr. Canney’s articles and 
addresses in a few words, it can be done by saying that he points 
out that certain industries and trades have been hardly hit by 
the war-caused economic dislocation, and by measures which 
have been adopted since the war, while other industries and 
trades have become more prosperous. He insists that readjust- 
ment is required, and that the power of the State should be 
invoked to attain it. 

In conclusion, mention should be made of the four cartoons 
by which the book is enlivened. One cartoon is of particular 


interest, for, among the ‘‘ Olympian oracles ” depicted, there is an 
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economic theorist who in face and figure bears a striking resemb- 
lance to one well known (by name at any rate) to all the readers 
of this JournaL. If Mr. Canney has himself produced these 
cartoons (and there is nothing to show that he has not), this 
notice of his book may close with an expression of the opinion 
that, whatever happens to the cotton industry, there will 
still be scope for similar expressions of his ability. 
G. W. DaniIELs 


Taxation in the Modern State. By Atzapa Comstock. (Long- 
mans’ Economic Series. Pp. 236.) 


Tuis book is a comparative study of the various forms of 
taxation in certain modern states, attention being chiefly paid 
to the United States, Great Britain, Germany, France and Italy. 
Dr. Comstock is concerned principally with post-war develop- 
ments, which, he contends, have not received adequate recogni- 
tion in recent works on public finance. The chief changes have 
been “‘ an increased use of direct taxes, an unprecedented develop- 
ment of progression, and the introduction and continued use of 
sales taxes.” 

Modern international debt payments are regarded as relatively 
unimportant, whether viewed from the standpoint of the debtor 
or of the creditor country. But they are treated with reference 
to the proportion which they bear to the budget receipts and 
expenditures of the different countries, and no consideration is 
paid to the transfer problem. 

There is an interesting description of the sales taxes which 
have been adopted in various European countries since the war. 
These taxes have not apparently led to the vertical combination 
which it was anticipated they would produce; nor do they seem 
to have aroused any great opposition on the part of the con- 
sumer. Of course their effects were invariably masked during 
the first years after the war by currency depreciation. 

One would be glad to have a fuller discussion of the reasons 
for the comparative importance or unimportance of certain 
taxes in modern financial systems: for the absence, for example, 
of sales taxes in the systems of the United States and of Great 
Britain. Anglo-Saxon “ fiscal tradition’ and “ fiscal theory ”’ 
do not provide an adequate explanation of this fact or of the 
greater relative importance of the income tax in the British and 
American systems. A considerable influence must be ascribed 
to the differences in the level of national incomes and to the vary- 
ing degrees of industrialisation. 
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The part played by capital levy schemes in different countries 
is not satisfactorily distinguished. Clearly there was a sharp 
distinction between the proposal to pay off a large portion of 
a war debt by a levy and the imposition of a levy, payable by 
instalments over twenty or thirty years, with a view to obtaining 
an additional source of revenue. 

Some errors appear in the description of English financial 


“ce 


conditions. The Englishman, it is said, could show “a burden 
of local rates equivalent to national taxation.” Differentiation 
in the income tax is supposed to be secured by the application 
to earned income of a scale of rates ‘“‘ which are throughout 
lower than the corresponding rates applicable to unearned 
income.” 


Oriel College, Oxford. 


E. L. HARGREAVES 


The Co-operative Movement in Russia during the War. “‘ Con- 
sumers’ Co-operation,” by EuGENE M. Kaypen;, Prof. of 
Economics, the University of the South; “Credit and 
Agricultural Co-operation,” by ALExis N. ANTSIFEROV, 
formerly Prof. of Economics and Statistics, Kharkov Uni- 
versity, Russia. (Yale Univ. Press, New Haven, Conn. 
1929. Pp. xvi + 420. 18s.) 


PrRoF. KAYDEN’s essay on Consumers’ Co-operation deals with 
a subject which, for the English reader, has a distinctly urban 
connotation. Not so in Russia, where at least 80 per cent. of 
Consumers’ Societies belonged to rural areas and had a peasant 
membership, and where, in the villages, co-operative stores could 
be considered to some extent as part of the system of agricultural 
co-operation. Indeed, on the one hand, they very often fulfilled 
the functions of purchasing agencies for their members, while, on 
the other, the very fact that they reduced the prices of necessaries, 
swollen to exorbitant figures, especially in the remoter districts, 
by the village shop-keepers, who represented, only too often, a 
glorified version of common usurers, permitted the peasant’s 
slender working capital to go farther, thus exercising a beneficial 
influence on his farming. Prof. Kayden reviews the development 
of various forms of consumers’ co-operation in Russia since its 
earliest tentative beginnings in the ’sixties, to its expansion in the 
years preceding the war and its short-lived luxuriant efflorescence 
during the war and the earlier stages of the Revolution. The 
author musters a vast array of statistics dealing with various 
aspects of the movement, the details of its organisation and 
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finance, the development of combination of primary societies into 

federations, and, in a separate chapter, with consumers’ co- 
operation in Siberia. Throughout the whole essay, one feels not 
only the work of the student, but also the loving touch of the 
enthusiast of his subject. It is to be regretted, however, that, 
either because he was somewhat carried away by the contem- 
plation of the rapid expansion of the movement after 1917, or, 
which would appear more likely, because practically the whole 
of the materials referred to in the foot-notes belongs to the 
revolutionary period and deals with what have actually been 
post-war developments, Prof. Kayden permitted his account of 
consumers’ co-operation during the war to be dwarfed by that 
of the enormous, though unhealthy, expansion of the later 
years. 

Prof. Antsiferov’s study is the work of a distinguished Russian 
economist, who had also taken an active interest in the develop- 
ment of credit co-operation in Russia. His essay, carefully 
balanced and written with much knowledge of the organisation of 
credit co-operation in Russia and abroad, will prove exceedingly 
useful to the serious student of the co-operative movement in the 
Russian countryside. His discussion of the characteristics and 
peculiarities of credit co-operation in Russia is very instructive, 
and reveals with complete impartiality both the vigour and the 
inherent shortcomings of a movement whose evolution before and 
during the war pointed to great potentialities. He weighs 
conscientiously the pros and cons of Government financing and 
inspection of credit associations, and discusses the paradox— 
more apparent than real—of the excess of free balances in a 
country notoriously poor in capital and credit facilities—a sure 
sign of the co-operative credit system not yet having reached 
maturity, and its resources not yet having acquired the necessary 
degree of fluidity. This, indeed, was only a matter of time, and 
would, under normal conditions, have been done away with partly 
by the development of credit unions of higher order, on a regional 
or even national scale, partly through the closer fitting of the 
co-operative into the general credit system of the country, 
towards which the establishment, in 1912, of the Moscow Narodny 
Bank marked the first advance. ; 

Thus, taken by themselves, the two studies are very valuable 
contributions to the history of co-operation in Russia. And yet, 
on closing the book, one cannot help feeling in it a singular lack 
of internal cohesion. It somehow fails to convey an adequate 
idea of the place of co-operation in the economic system of pre- 
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revolutionary Russia and of its organic connection with other 
aspects of the country’s social and economic development. Only 
against the general background of Russia’s economic development 
since the ’sixties, when the first abortive attempts had been 
made to implant co-operative institutions in a country-side still 
living under conditions of isolated semi-natural economy, can 
the evolution of co-operation in Russia be seen in proper per- 
spective. The first co-operative associations, almost without 
exception, had rapidly withered away, and it was not until the 
close of the nineteenth century that the growing commercialisation 
of peasant farming, which accompanied the industrial expansion 
in Russia, provided a more favourable environment for the growth 
of rural co-operation. Survivals of the old regime of natural 
economy, such as the rural commune and open-field tenure, began 
to be felt as irksome hindrances to individual progress, while 
closer intercourse with the market made the co-operative 
organisation of small producers imperative. Hence the rapid 
progress, in the decade immediately preceding the war, of the 
peasant enclosure movements inaugurated by the agrarian 
legislation of Stolypin on the one hand, and of co-operation in its 
various forms on the other. The war brought about the pro- 
gressive disorganisation of the markets, whose development had 
hitherto been responsible for the growth of co-operation. The 
expansion of the co-operative movement during the war had been 
due not to the economic progress of the country and the growing 
commercialisation of peasant farming, but to the process of 
economic dissolution and the consequent dearth of necessities, 
which the people sought at least partially to mitigate by joining 
or starting co-operative organisations. At the height of its 
apparent glory, indeed, the co-operative movement in Russia had 
been smitten by internal rot. This, in a brief outline, was the 
story of Russian co-operation as it is seen in projection on the 
general economic background of pre-revolutionary Russia: a 
story which explains much that appears as strange or peculiar in 
the organisation and growth of Russian co-operation, and which, 
if it had been told in a General Introduction, would have secured 
far greater cohesion in the volume. 

GEORGE PAVLOVSKY 
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The Remaking of Village India. By F. L. Brayne. (London; 
H. Milford. Pp. 262. 5s.) 

Socrates in an Indian Village. By F. L. Brayne. (London: 
H. Milford. Pp. 130. 7s. 6d.) 


Botu these books by the same author deal with the subject 
of welfare work in Indian villages, and the methods to this end 
that the writer suggests and has actually put in operation in a 
particular district in the Punjab. Though primarily intended for 
Indian readers, they are of general interest in presenting a vivid 
picture of the conditions of rural life in India and of the com- 
plicated social and economic problems to be encountered and 
overcome before any material improvement can be effected. 
Underlying these problems, some of which are necessarily peculiar 
to the locality, are the wider issues affecting progress generally 
in the country, the degraded position of the women, the short- 
comings of the present system of education and the absence of 
any spirit of social service. 

The title of the first of these books, comprehensive as it is, 
hardly conveys an adequate idea of the extensive programme of 
reforms contemplated, which touch almost every phase of rural 
life. They imply practically its reconstruction on modern lines. 
The first steps must obviously concern the improvement of the 
medizval system of agriculture to ease the struggle for existence, 
and the observance of elementary principles of hygiene, the 
neglect of which leave the peasant a prey to disease. The evils 
of present practices are brought out in a clear and forcible manner 
in the accompanying volume. 

The next and equally important step is to bring about a 
change in the peasant’s outlook on life and to implant in his mind 
the idea of bettering his immediate surroundings. Unless there 
is some ambition to achieve a higher standard of living, the money 
gained by more scientific methods of farming will be poured out 
in wasteful expenditure on jewellery, marriage ceremonies and 
litigation. The lesson the social reformer has to teach him is to 
devote his greater earnings to the improvement of his farm and 
his home, and to safeguarding his own and his family’s health. 

These innovations in many cases involve a break with time- 
honoured practices and customs prescribed by caste. Certain 
operations, which constitute an essential part of modern agri- 
culture, hitherto have been relegated to the menial castes and are 
held in disrepute by the higher castes. The caste system can 
hardly be held responsible for other obstacles to progress, such 
as the degrading tasks assigned to women, infant marriage and a 
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fatalistic attitude towards disease: these are survivals from 
another age and, but for the intense conservatism of the people, 
might be expected to disappear with the conditions to which 
they owe their origin. Education has not affected the villager’s 
reluctance to move with the times; partly because the teaching 
given itself is at fault, and partly because the educated boy simply 
flies from the impossible conditions of his home to seek clerical 
employment in the towns. There are other Government Depart- 
ments organised for the welfare of the rural population, but, for 
various reasons, the chief of which must be admitted to be the 
corruption of the subordinate staff, they have not succeeded in 
winning popular confidence. 

In the absence of any class of voluntary workers willing to 
devote themselves to this form of social service, Mr. Brayne was 
compelled to enroll and educate his own staff. He began by 
organising a body of village guides trained for propaganda work 
and competent to give practical advice in carrying out the new 
ideas. He also succeeded in enlisting the enthusiastic support of 
a body of boy guides, who proved ready learners and, untroubled 
by prejudice and tradition, laughingly set examples their fathers 
felt obliged to follow. 

Those acquainted with the psychology of the Indian peasant 
and his suspicion of sinister motives behind any suggestion of 
change in his way of life might well feel dubious of this attack on 
his most cherished beliefs and deep-rooted prejudices. It is 
therefore pleasant to read, ‘‘ things undreamed of before, things 
supposed to be opposed to every custom and sentiment, have 
come to pass easily and naturally, all owing to continuous and 
intensive propaganda.” Though the methods adopted seem well 
calculated to achieve the results desired, much of the success is 
probably due to the personality of the reformer and his ability 
to win the confidence of an uneducated peasantry. 

The books are a fine record of an earnest endeavour to improve 
the conditions of rural life in India, to instil in the minds of the 
villagers themselves a desire for progress and to direct it into the 
right channels, and to inspire the more educated members of the 
community with the spirit of self-sacrifice and social service. 

H. R. C. HatLtEy 


Primitive Economics of the New Zealand Maori. By RayMonpD 
Firtu. (London: George Routledge. 1929. 25s.) 

Dr. Firtu’s study of the economic life of the Maori as it was 

before contact with the whites modified, not to say destroyed, it 
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like to reproduce here in extenso that summary of its contents 
which I certainly need to make for my own use. For the purposes 
of the economist, however, it would hardly be helpful to enter 
into details, unless indeed he has an unusual taste for comparative 
studies and has learnt in the course of them to regard our own 
economic system from the outside as well as from within. By 
so doing he would possibly lose confidence in what the late Pro- 
fessor Hobhouse stoutly termed the ‘‘ orthogenic ’’ character of 
the line of evolution followed by Western civilisation. The 
Maori version of the good life may indeed be doomed; for even 
the largest of the Polynesian islands is far too small to act as an 
area of characterisation able to produce a competing type of culture 
of the necessary toughness. But Asia is perhaps on a long view 
the evolutionary centre of the world rather than Europe, and 
certainly rather than America; wherefore who knows whether 
the alleged straightness of our course be not such as one day to 
carry us straight off the map? It might be worth considering, 
therefore, whether a mode of the economic life which in a very 
general way is more like that of the Maori than our own has any 
chance of prevailing in the years to come. Put in a nutshell 
the question is whether the economic man whom we have been 
brought up, if not to admire, at least to identify with the average 
specimen of humanity has come to stay, or contrariwise is capable 
of a psychological transformation that would make him less of a 
materialist and yet more than ever of a man. 

Now the savage—though this much-abused expression fails 
utterly to do justice to the princely Maori—has little or nothing 
of the economic man in his composition. Dr. Malinowski has 
proved this up to the hilt in the case of his Trobrianders, who 
flaunt the fact in our faces by indulging in voyages apparently 
conceived as an everlasting round of magico-religious compli- 
ments—a marine pilgrimage pursued not for profit but for mutual 
edification. In comparison with these unworldly Melanesians of 
the tropics the Maori in their cool and lightly-stocked surroundings 
had reason to work harder. Moreover, they did so up to a point 
that, thanks to their moderate requirements, left them a com- 
fortable leisure for festal proceedings; in which war of a very 
gentlemanly kind may fairly be included. Their social system, 
though sufficiently hierarchical to place chiefs definitely above 
commoners, and men above women, nevertheless involved a funda- 
mental collectivism that gave little scope for the private accumu- 
lation, or at any rate the private enjoyment, of wealth. The 
obligation that kept high and low, male and female, to their 
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respective tasks was essentially a sacred one, a religious belief 
that the spiritual welfare of all and sundry was bound up with a 
rigid observance, positive and negative, of what custom bid them 
do and avoid. Perhaps Comte’s vision of a socialised industry 
resting on a theocratic sanction is the nearest thing that a Western 
imagination can contrive to what the Maori all-unreflectingly had 
discovered to be a method that works. It worked at any rate 
well enough to turn out a very fine type of man and woman, as 
Mr. Firth is ready to testify; his whole treatment, so rich in 
psychological insight as well as in sociological grasp of the outward 
facts, proving that he possesses the sympathy which alone can 
carry the anthropologist to the heart of his subject. This short 
notice must suffice to tempt the student of political economy 
away from his blue-books, so that he may contemplate the lotus- 
eater, not merely in order to master the statistics of the lotus- 
crop and suggest intensive methods of exploitation, but chiefly 
that he may perceive how the economic life at its best is but a 


minor function of the moral order. 
R. R. Maretr 


Exeter College, Oxford. 








NOTES AND MEMORANDA 


UNEMPLOYMENT RELIEF IN GERMANY 


In the course of a visit to Berlin in May 1929 the writer made 
a brief inquiry into the measures adopted in Germany to deal 
with post-war unemployment. The information so obtained was 
too slight to warrant anything in the nature of a critical survey, 
and the following statement is intended to be no more than a 
summary of the principal features of recent German policy. 

Unemployment has been extensive in Germany at various 
intervals since the war, often exceeding the million mark and 
sometimes rising to over two millions. But, as in Great Britain, 
no really reliable census was possible until national machinery 
was set up to register and pay benefit to the unemployed on a 
uniform basis throughout the country. This did not happen in 
Germany before the autumn of 1927, when the first truly national 
unemployment insurance scheme was launched. Since that date 
the figures have varied from 1,154,000 in July 1928 to 3,229,000 
in February 1929. Fluctuations between the summer and winter 
figures are far wider than in Great Britain, a fact which plays an 
important part in schemes of relief. 

For nine years after the Armistice, German ideas of relieving 
the able-bodied unemployed were influenced by two abstract 
principles: firstly, that monetary relief should only be given on 
proof of need, and secondly, that it should be conditional on the 
performance of work. The practical abandonment of these two 
doctrines in Great Britain was looked upon as imprudent, but, in 
the event, Germany has been compelled to come round to some- 
thing very like the British attitude. The means test was always 
invidious and, under a federal system, led to wide variations in 
the methods of assessing needs and benefits. Moreover, such a 
test was hard to reconcile with the contributory method which 
was adopted in 1923. The second principle broke down because 
it was never possible to provide relief works for more than a 
small minority of the applicants, and that only at great cost. 
The numbers so employed in recent years have varied between 
127,000 in July 1927 and 40,000 in December 1928. In April 
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1929 about 66,000, or 4-5 per cent. of all persons in receipt of 
benefit, were on relief work. Owing to the seasonal nature of 
most of the work, the numbers always fall away in winter, when 
unemployment is at its worst. 

Another outstanding feature of German experience is that 
between 1923 and 1927 the State (Reich) endeavoured to transfer 
the whole burden of out-of-work pay to a contributory fund built 
up mainly by employers and workers and supplemented by the 
provincial governments to the extent of a fraction varying from 
one-fifth to one-ninth. The Reich itself was to render no 
financial aid except in emergencies. 

From 1923 onwards the trend of opinion veered round in 
favour of a national insurance scheme on the British model. 
Benefit at uniform rates could then be claimed as a right by all 
insured persons, subject to statutory conditions as to contri- 
butions, etc. The difficulty was, however, to devise a scheme in 
which all the rival interests could be persuaded to co-operate. 
On the one hand there were the strong traditions of local autonomy 
and the plain necessity of keeping the provincial governments and 
local authorities in touch with the machinery, and, on the other, 
there was the united demand of employers and workers for 
industrial self-management under a national system. In the 
end, after several years of discussion, the industrial interests were 
able, to a large degree, to prevail, though local government 
representation was not ignored. 

Organisation of the New Service.—Under the Employment 
Exchange and Unemployment Insurance Act of July 1927, a 
special service was created which was national in character 
without being an ordinary Government Department. A National 
Institute or Commission (Reichsanstalt) was set up as a public 
body with executive powers and answerable to the Minister of 
Labour only on matters of law and principle. To avoid, so far 
as might be, the creation of a bureaucratic machine seems to have 
been one of the dominant motives. The new Reichsanstalt 
consisted of— 


(a) The National Administrative Council, with an 
Executive Committee and a full-time President. 

(b) The thirteen Divisional Councils (covering eighteen 
Provinces) with full-time Presidents appointed by the 
President of the Reich. 

(c) The 361 Employment Offices with Managing Com- 
mittees and Chairman appointed by the Central Authorities. 
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Every Council (National, Divisional and Local) was composed of 
representatives of employers, workers and public bodies in equal 
numbers. In addition, at the Ministry of Labour, a small depart- 
ment of Civil servants was set up to enable the Minister to 
supervise the work of the Reichsanstalt and to deal with matters 
of legal interpretation, leglislation, etc. 

Scope of Unemployment Insurance.—About 17 million workers 
are covered by the scheme as compared with 21 million persons 
covered by the compulsory Health Insurance Scheme introduced 
by Bismarck over forty years ago. The exceptions from Unem- 
ployment Insurance are very like those in the British Scheme, 
except that about one million of the less regular agricultural 
workers are brought into insurance. The majority of farm- 
workers are, however, excepted in so far as they are engaged on 
half-yearly or yearly contracts. Theoretically, such a policy of 
selecting from agriculture the bad risks and omitting the good, is 
open to question, but similar anomalies are allowed to persist in 
the British scheme. Perhaps no insurance legislation can afford 
to be quite logical. The income limit for compulsory insurance 
for salaried workers is as high .as £420 a year. Voluntary 
insurance is permitted in certain cases. * 

Contributions.—The whole cost of insurance, Employment 


Exchanges, including vocational guidance and training, is left - 


entirely to employers and workers, thus corresponding with the 
arrangement under which the executive control over the Employ- 
ment Exchanges and Unemployment Insurance is entrusted to 
a semi-independent Commission or Institute. The National 
Exchequer contributes nothing except by way of loan when the 
Fund is overdrawn. But, as will be seen later, the Reich has 
been compelled to shoulder part of the burden in other ways. 

The contributions of employers and workers are collected by 
the Health Insurance Institutes (some 8000 in number and mostly 
on a territorial basis), and are transmitted by them to the 
Divisional Employment Office for the area in which their head- 
quarters are situated. (There are exceptions to this rule.) The 
contribution is regarded as consisting of two parts, a national 
share and a divisional share, but is collected in one amount, 
namely, 3 per cent. of the wages of every insured person. For 
the higher-paid clerks, etc. the percentage is calculated on a fixed 
maximum of £3 10s. a week. The employer is entitled to deduct 
half the amount from the wages paid to the employee and is 
legally responsible for transmitting the joint contribution to the 
Health Insurance Institute for the area. 
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The amount of the individual unemployment insurance con- 
tributions may be indicated by the case of a worker earning 55s. 
per week, whose total unemployment insurance contributions, 
including the employer’s share, would amount to ls. 74d. per 
week. It may be added that compulsory Health Insurance 
contributions, which vary slightly between different areas, may 
amount to as much as a further 6 per cent. of wages, making a 
total of 4s. 113d. for both insurances in the case mentioned 
(compared with a total of 2s. 9d. for similar insurances in Great 
Britain). 

The Reichsanstalt audits the accounts of the Divisional and 
Local Offices, and checks the income due from contributions, but 
the District Health Insurance Institutes are responsible for the 
ordinary inspection of employers and workers, with a view to 
securing compliance with the provision both of Health and of 
Unemployment Insurance within their own areas. Since, how- 
ever, a certain number of workers, e.g. coal-miners, are insured on 
a craft or other basis in special societies and are not in the terri- 
torial grouping, the ordinary inspection, in their case, is likely to 
be rather perfunctory. 

Benefit.—Three kinds of benefit existed in 1928-29, but only 
two of these have a permanent place in the scheme. Ordinary 
insurance benefit is payable for 26 weeks, subject to proof of 
genuine unemployment, to insured persons who have 26 weeks’ 
contributions to their credit within 12 months. In calculating 
the retrospective period of 12 months no account is taken of weeks 
of unemployment or sickness, subject to a maximum of three 
years. 

Benefit is paid in accordance with the wage class of the 
claimant. There are eleven wage classes, mounting by stages of 
about 6s. at a time. The highest class (No. XI) corresponds to 
a unit wage of 63s., and the lowest to a unit wage of 8s. a week. 
In the highest class, the weekly benefit for a single man is 22s. ; 
in the lowest class, 6s. Family allowances are also paid at the 
rate of 5 per cent. of the unit wage for each dependent, subject to 
a certain maximum. Workers who suffer a reduction of weekly 
wages through short time may receive benefit, but the short-time 
benefit and the remuneration together must not exceed five-sixths 
of the full remuneration. 

Health Insurance and Old Age Pension contributions are paid 
out of the Unemployment Insurance Fund during the receipt of 
standard benefit. (This has proved to be a heavy burden.) For 
new claims there is a normal waiting period of seven days, but this 
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is waived in cases of short-time workers, persons who have had less 
than six week’s work since their last spell of unemployment, 
persons who have been incapacitated for at least one week, and 
persons with four or more dependents. On the other hand, the 
waiting period has recently been increased to fourteen days for 
young persons under twenty-one without dependents. 

Persons in receipt of benefit must register at least three times 
a week at the local Employment Exchange. 

The second kind of benefit is Emergency Benefit. It is a 
non-contributory benefit, provided to the extent of four-fifths by 
the National Exchequer and one-fifth by the local authorities. 
It was intended to be applied only in times of persistently heavy 
unemployment as a secondary provision for those unemployed 
persons who either— 


(a) had exhausted their 26 weeks of insurance benefit, or 

(b) could not show 26 weeks’ contributions, but had been 
in insurable employment for at least 13 weeks in the qualifying 
period. 


Emergency Benefit is only paid on proof of need, not as a right. 
Every case is considered by the Managing Committee of the 
Employment Exchange. The duration of emergency benefit was 
originally (in 1927) limited to a period of 26 weeks, but was 
subsequently extended first to 39 weeks and then to 52 weeks. 
In fact, all limits of duration were removed in February 1929 for 
the period ending June 29th, 1929, but not all occupations were 
so covered. 

The conditions of benefit and family allowances are the same 
as those applied to standard benefit, with the important exception 
that the rate of emergency benefit cannot exceed the rate of 
standard benefit payable to the eighth wage class. From the 
seventh wage class; upwards the rates are scaled down to those 
paid in the sixth, seventh and eighth classes. 

Since March 1928, emergency benefit has been drawn by a 
percentage varying between 6 per cent. and 20 per cent. of all 
those in receipt of standard and emergency benefit, and the 
percentage appears to be still growing. In April 1929, about 
four-fifths of the recipients of emergency benefit had exhausted 
their claims to insurance benefit and one-fifth had not accumulated 
26 weeks’ contributions. 

Seasonal Unemployment.—In November 1928 an amending 
Act was passed, creating, as a temporary measure, a third kind of 
Unemployment Benefit for those trades which regularly suffer 
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severe unemployment in the winter, notably the building trade 
and agriculture. It might have been urged as a matter of theory 
that it was improper to burden a fund contributed by industries 
in general with the necessarily heavy costs of relieving unemploy- 
ment in trades which, regularly every winter, suffer from seasonal 
stoppages, but, in fact, the actual motive seems to have been less 
one of policy than of financial necessity. The Insurance Fund, 
built up, it will be remembered, by employers’ and workers’ 
contributions only, was running into debt even before the worst 
season (January to March) arrived, and the Reich had to step in 
and save the situation in some way. The result was an interesting 
experiment in grafting a State donation on to Insurance benefit 
for certain selected occupations. A special period was declared, 
lasting from December to March during which, in the selected 
trades, Insurance benefit would only be paid for a maximum of 
six weeks. At the end of six weeks unemployment relief was 
continued at the cost of another fund, provided four-fifths by the 
National Exchequer and one-fifth by the Insurance Scheme. In 
general the conditions for the receipt of this “ seasonal benefit ” 
were the same as those applied to Emergency Benefit, with the 
important difference that proof of necessity was not enforced. 

On February 28, 1929, nearly a million unemployed persons 
were being relieved by this special fund, over two-thirds of them 
being in the building trade. At the same time, a further 350,000 
unemployed persons, within the same trades, were provided for 
by the ordinary Insurance Fund, because they had not exhausted 
their 6 weeks’ allowance of benefit. 

It is to be noted that although the Government of the Reich 
provided four-fifths of the funds for Emergency Benefit and special 
Seasonal Benefit, the control of the funds was vested entirely in 
the semi-independent Reichsanstalt and its divisional Councils. 

Recent Developments.—So heavy has been the drain on the 
Insurance Fund during the first two years of its existence, that 
the Reichsanstalt has been compelled to borrow heavily from the 
Government. In June 1929 the debt exceeded £17,000,000, in 
spite of the fact that the National Exchequer had paid four-fifths 
of the cost of seasonal unemployment in the previous winter. 
During last summer the Fund rather more than held its own, but 
there was no prospect of avoiding a further avalanche of 
unemployment in the present winter. Clearly the income from 
contributions would have to be increased or the benefits reduced. 
The Trade Unions, with the exception of the Clerks, were in 
favour of the former, Employers’ organisations of the latter 
No. 157.—voL. XL. L 
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course, but no noticeable body of opinion seems to have demanded 
that the Government should join as a third contributing party to 
the Insurance Fund. Such a course would threaten the cherished 
principle of self-management by industry. Indeed, so far from 
expecting additional State assistance, it was taken for granted 
that, during this winter, there would be no repetition of the 
subsidy from the Reich of four-fifths of the cost of seasonal winter 
unemployment. 

In face of this crisis the first step taken was to organise a 
thorough statistical investigation of the working of the scheme. 
The industrial records of no less than 2,500,000 claimants were 
collected and analysed. Secondly, a Committee, known to some 
as the ‘German Blanesborough ’’ Committee, was appointed 
with the twofold object of finding an acceptable way out of the 
financial deadlock and of examining the very widespread charges 
of abuse of the benefit rules under the scheme. In August last 
the Committee duly reported. They suggested numerous reforms 
of law and procedure to tighten up the scheme, and recommended 
that the joint contribution of employers and workers should be 
temporarily raised from 3 per cent. to 34 per cent. of wages; the 
rates and duration of benefit and allowances were to remain as 
before. There followed two months of contentious discussion in 
the Reichstag, as the result of which the Government dropped the 
proposal to raise the contributions and concentrated on a 
programme of economies and minor reforms. 

No attempt will be made here to describe the many restric- 
tions and safeguards introduced into the scheme by the Act of 12th 
October last, but some day, when the British authorities are over- 
hauling our own Insurance benefits in a less expansive mood than 
possesses them at present, the experiments of a foreign country, 
working the only comparable scheme in the world, may be found 
to be worthy of study. 

By the economies which have now been enacted the German 
Ministry of Labour hopes for a saving of £5,000,000 a year, but, 
even if these anticipations are correct, they will not go far towards 
bridging the gap between the income and expenditure of the Fund. 
It is, for instance, generally assumed that, so far from paying off 
any debt, the Fund will incur a further deficit of at least 
£10,000,000 during the present winter. The Government and the 
Reichstag cannot, therefore, long postpone the unwelcome task of 


dealing with the contribution income. 
R. C. Davison 
November 1929, . 
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THE Economic Apvisory CoUNCIL 


Tue Treasury minute, dated January 27, appointing an 
Economic Advisory Council (Cmd. 3478, price 1d. net) is printed 
below. The decision of the Government to set up the Council 
was announced in the House of Commons by the Prime Minister 
on January 22. The minute is as follows : 

The First Lord calls the attention of the Board to the decision 
of his Majesty’s Government on January 16, 1930, to establish an 
Economic Advisory Council. This will be a standing body re- 
porting to the Cabinet, and its purpose, position in relation to 
Departments, organisations, and functions will be as follows : 


Purpose. 

To advise his Majesty’s Government in economic matters. 

To make continuous study of developments in trade and in- 
dustry and, in the use of national and Imperial resources, of the 
effect of legislation and fiscal policy at home and abroad, and of 
all aspects of national, Imperial and international economy with 
a bearing on the prosperity of the country. 


Position in relation to Departments. 

The Council will be subject. to the general directions of the 
Prime Minister, and its expenses will be borne on the Treasury 
Vote. 

It will take over and expand the functions of the existing 
Committee of Civil Research. 

It will keep in close touch with Departments affected by its 
work with a view to the concerted study of economic problems of 
national interest, but it will interfere in no way with the functions 
or responsibilities of Ministers or of the Departments over which 
they preside, and it will have no administrative or executive 
powers. 


Organisation. 
1. The Chairman of the Council will be the Prime Minister, 
and the other members will be as follows : 


(a) The Chancellor of the Exchequer, the Lord Privy Seal 
(while the present duties are attached to that office), 
the President of the Board of Trade, and the Minister 
of Agriculture and Fisherie . 

(6) Such other Ministers as the Pi .e Minister may from time 


to time summon. 
L2 
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(c) Such other persons chosen by the Prime Minister in virtue 
of their special knowledge and experience in industry 
and economics. 


The Council will meet when summoned by the Chairman, and as 
regularly as is found possible. 

2. The Chairman may appoint standing committees and also 
such committees for special purposes as may be required. 

3. The Council will have a secretary, and assistant secretaries, 
at least two of whom will be economists, together with such staff 
as may be found necessary. 


Functions. 


Providing that it acts after receiving the approval of the 
Prime Minister, the Council may initiate inquiries into, and advise 
upon, any subject falling within its scope, including proposals for 
legislation. The Council shall consult Departments and outside 
authorities in regard to any work in hand or projected and shall 
collate such statistical or other information as may be required 
for the performance of its work. The Council shall also cause to 
be prepared a list of persons with industrial, commercial, financial 
and working-class experience, and persons who have made a 
special study of social, economic and other scientific problems 
who might assist the Council by serving on committees or as 
advisers in matters of which they have expert knowledge, or in 
other ways. 

Its reports and work will be confidential unless the Council 
advises the Prime Minister otherwise. Any action arising out of 
them will be taken on the sole responsibility of his Majesty’s 
Government. 


Notes. 


1. Mr. T. Jones, C.H., Deputy Secretary of the Cabinet, has 
been appointed Secretary to the Council. 

2. It is estimated that the additional charge will amount to 
not more than £6,500 per annum (including clerical and typing 
assistance), for which provision will be made in the Treasury Vote 
for the ensuing financial year. The expenditure incurred during 
the present financial year, which will be quite small, will be met 
out of savings. 

3. The offices of the Council will be situated at 2 Whitehall- 
gardens, S.W.1. 
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irtue The Economic Advisory Council has been constituted as 
istry follows : 


The Right Hon. J. Ramsay Macponatp, M.P., Prime 


d as Minister. (Chairman.) 

The Right Hon. Pumir SNowpen, M.P., Chancellor of the 
also Exchequer. 

The Right Hon. J. H. Tuomas, M.P., Lord Privy Seal. 
ries, The Right Hon. W. Grauam, M.P., President of the Board of 
staff Trade. 


The Right Hon. Nort Buxton, M.P., Minister of Agriculture 
and Fisheries. 

Sir ArTtHUR Batrour, Bt., K.B.E., Chairman of the Govern- 
ment Committee on Industry and Trade, 1924. 


= Vice-President of the International Chamber of Commerce. 
pti Managing Director of Arthur Balfour & Co., Ltd. 
‘ide Ernest Bevin, _Esq., Secretary, Transport and General 
nall Workers’ Union. : ’ 
wail W.R. Buair, Esq., 
wre Director of the Co-operative Wholesale Society. 
és Director of the Co-operative Insurance Society. 
cial Director of the Irish Agricultural Wholesale Society. 
9 & Sir Joun CapMAN, G.C.M.G., 
ae Chairman of the Anglo-Persian Oil Company. 
as Director of the Suez Canal Company. 
in W. M. Crrring, Esq., 
General Secretary to the Trades Union Congress General 
cil Council. 
of G. D. H. Cots, Esq., University Reader in Economics, 
y's Oxford. 
Ernest DEBENHAY, Esq., 
Director of Lloyds Bank and Royal Exchange Assurance 
Corporation. 
Sir ANDREW Duncan, 
ae Chairman of the Central Electricity Board. 
Director of the Bank of England. 
to Sir Danreu Hatt, K.C.B., F.RS., 
1g Director of the John Innes Horticultural Institution. 
te Sir Writ1aM Harpy, F.BS., 
1g Director of Food Investigation, Department of Scientific 
at and Industrial Research. 
Sometime Secretary of the Royal Society. 
1- J. M. Krynss, Esq., C.B., 


Fellow and Bursar of King’s College, Cambridge. 
Secretary of the Royal Economic Society. 
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Sir ALFRED LEwIs, 


Director and Chief General Manager of National Provincia] 
Bank, Ltd. 
Director of the Bank of British West Africa, Ltd. 


Sir Wa. McLintock, G.B.E., C.V.O., 


Senior Partner, Thomson, McLintock & Co., Chartered 
Accountants. 
Member of the Royal Commission on Income Tax. 


Sir Jostan Stamp, G.B.E., 


Chairman and President of the Executive London, Midland 
and Scottish Railway. 
Director of the Bank of England. 


R. H. Tawney, Esq., 


Reader in Economic History, University of London. 
Member of Consultative Committee of Board of Education. 
Member of Coal Industry Commission, 1919. 


Members of the Staff 

Mr. Tuomas Jones, C.H., Deputy Secretary, Cabinet. 
(Secretary.) 

Mr. Husert D. HENDERSON, formerly University Lecturer in 
Economics, Cambridge, and Editor of the Nation and 
Atheneum. 

Mr. A. F. Hemmine, C.B.E., formerly Assistant Secretary, 
Committee of Civil Research. 

Mr. H. V. Hopsovy, Balliol College, Oxford ; Fellow of All Souls 
College, Oxford; Staff of the Economist. 

Mr. Courn G. CuarK, Scholar of Brasenose College, Oxford; 
School of Social Science, University of Liverpool. 





OFFICIAL PUBLICATIONS 


Bulletin of the Kingdom of Roumania Monopolies Institute. 


Tuts Bulletin covers the first two quarters since the formation 
of the Monopolies Institute in February 1929, and includes the 
financial statements to July. 

The purpose and operation of the Institute are determined as 
follows :—‘‘The Monopolies Institute is entrusted with the 
exploitation of the monopolies (tobacco, matches, playing cards, 
salt, explosives, cigarette paper). It enjoys full civil personality 
and financial autonomy. The Institute shall undertake all com- 
mercial and financial operations (in particular the issue of loans 
and granting of loans) in the interest of the monetary stabilisation 
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and economic development of the State and its public establish- 
ments.” 

The price of the monopoly concession was fixed by the Act at 
300 million gold dollars, plus the annual royalties during the life 
of the concession. The amount of these royalties is the object 
of a special agreement, which determines the conditions of the 
monopoly concession and the obligations assumed by the Institute 
for the account of the State, and toward the banks which issued 
the Stabilisation and Development Loan of 1929. 

The net surplus of the gross receipts, after the service of the 
loan and operating expenses have been met, is meanwhile paid to 
the State as a quota of the annual royalty. 

When the Institute has paid the total amount of 300 million 
dollars (which will be paid partly by the present Stabilisation Loan 
and partly by future loans), the royalty shall be fixed by an 
annual agreement. 





OBITUARY 


Dr. J. W. JENKS 


Dr. JEREMIAH WHIPPLE JENKS, at one time president of the 
American Economic Association, died in August 1929, in New 
York City, in his seventy-second year. 

Born in St. Clair, Michigan, Dr. Jenks graduated from the 
University of Michigan in 1879. At Mt. Morris College, his first 
appointment, he taught Latin, Greek and German, but at the 
same time continued his law studies, being admitted to the 
Michigan bar in 1881. Knox College, of Galesburg, Illinois, 
called him a few years later. Here he taught Political Economy 
and English literature. A short period of two years followed at 
Indiana University before he accepted the Chair of Political 
Economy at Cornell University, where he remained for several 
decades. In 1912 he went to New York University as research 
professor of Government. 

His university connections were combined with many Govern- 
ment positions where his expert knowledge, open-mindedness and 
eminently fair judgment were of the greatest value. As adviser 
and consultant in weighty affairs of state, his opinion was 
constantly sought. The newly-organised United States Depart- 
ment of Labour first utilised his services in a study of trusts and 
combinations. Out of these investigations came the publication 
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of the T'rust Problem, still widely used, although published at the 
beginning of the century. His next work was done for the War 
Department, largely in the Philippines. While serving this 
Department he visited most of the countries of the Orient, and 
laid the foundation for a long period of friendly and useful service 
to the Government of China, more particularly in the direction of 
currency reform. Later as a member of the United States 
commission on International Exchange he made a report on 
currency reform in China. About this time he was also employed 
by the Mexican Government as an expert in the same field. 

In 1907 his versatility in the field of economics and the fairness 
of his investigating mind brought him membership on the United 
States Immigration Commission. The monumental report made 
by this body in 1910 did much to change the current of American 
thought on the problem, and its findings made clear the necessity 
of restricting immigration if American standards were to be 
maintained. Dr. Jenks took an active part in the discussion and 
did much to mould the subsequent legislation. 

Other activities included the High Commissionership of 
Nicaragua, the position of Arbitrator in Industrial Disputes, and 
the Directorship of the Far Eastern Bureau, an institution devoted 
to a better understanding of Oriental affairs, with particular 
reference toChina. He was also a Director of the Pacific Railways 
and of the National Bank of Nicaragua. From the inception of 
the Boy Scout movement he became an active supporter as a 
member of the Executive Board of its national organisation. 

Dr. Jenks was a prolific writer. Among his works in the 
political and economic field were T'he Trust Problem, Principles of 
Politics, The Immigration Problem, Business and the Government, 
Great American Issues, written in collaboration with John Hays 
Hammond; Government Action for Social Welfare; We and our 
Government, in collaboration with Rufus D. Smith, and The 
Political and Social Significance of the Life and Teachings of Jesus. 

Despite this long and useful Government service extending 
over a period of four decades, it is as a great teacher and a friend 
of youth that he will be primarily remembered. The lessons 
derived from his activities as adviser to Governments were the 
grist for his teaching mill, and were given to his students in 
digestible form after his analytical and eminently fair mind had 
worked the material over. His teaching had qualities of 
simplicity, depth and vision, and he never failed to inspire the 
young people who sat under, or rather with him. Favourite 
classroom expressions of Dr. Jenks were, ‘‘ On the other hand,” 
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or ‘ Let us reason together.” This was characteristic of his 
approach to any problem. 

His death brought to a close a highly useful life. His memory 
will be carried on through the many students whom he inspired 


to careers of public service. 
Rurvus D. Smita 


New York University. 


F. P. Ramsry 


Tue death at the age of 26 of Frank Ramsey, Fellow of King’s 
College, Cambridge, sometime scholar of Winchester and of Trinity, 
son of the President of Magdalene, is a heavy loss—though his 
primary interests were in Philosophy and Mathematical Logic— 
to the pure theory of Economics. From a very early age, about 
16 I think, his precocious mind was intensely interested in eco- 
nomic problems. Economists living in Cambridge have been 
accustomed from his undergraduate days to try their theories on 
the keen edge of his critical and logical faculties. If he had 
followed the easier path of mere inclination, I am not sure that 
he would not have exchanged the tormenting exercises of the 
foundations of thought and of psychology, where the mind tries 
to catch its own tail, for the delightful paths of our own most 
agreeable branch of the moral sciences, in which theory and fact, 
intuitive imagination and practical judgment, are blended in a 
manner comfortable to the human intellect. 

When he did descend from his accustomed stony heights, he 
still lived without effort in a rarer atmosphere than most eco- 
nomists care to breathe, and handled the technical apparatus of 
our science with the easy grace of one accustomed to something 
far more difficult. But he has left behind him in print (apart 
from his philosophical papers) only two witnesses to his powers— 
his papers published in the Economic Journat on “ A Contribution 
to the Theory of Taxation” in March 1927, and on ‘“‘ A Mathematical 
Theory of Saving” in December 1928. The latter of these is, I 
think, one of the most remarkable contributions to mathematical 
economics ever made, both in respect of the intrinsic importance 
and difficulty of its subject, the power and elegance of the technical 
methods employed, and the clear purity of illumination with which 
the writer’s mind is felt by the reader to play about its subject. 
The article is terribly difficult reading for an economist, but it is 
not difficult to appreciate how scientific and esthetic qualities 
are combined in it together. 
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The loss of Ramsey is, therefore, to his friends, for whom his 
personal qualities joined most harmoniously with his intellectual 
powers, one which it will take them long to forget. His bulky 
Johnsonian frame, his spontaneous gurgling laugh, the simplicity 
of his feelings and reactions, half-alarming sometimes and occasion- 
ally almost cruel in their directness and literalness, his honesty of 
mind and heart, his modesty, and the amazing, easy efficiency of 
the intellectual machine which ground away behind his wide 
temples and broad, smiling face, have been taken from us at the 
height of their excellence and before their harvest of work and 


life could be gathered in. 
J. M. K. 


C. P. SANGER 


WE deeply regret to record the death of Mr. C. P. Sanger 
on February 8 at the age of fifty-eight. Mr. Sanger, who was 
formerly a Fellow of Trinity College, Cambridge, and practised as 
a barrister-at-law, had drifted somewhat away from economic 
studies in recent years. But he was at one time a leading authority 
on mathematical and statistical economics. He had lectured on 
these subjects in the University of London, and had often examined 
in the Economics Tripos at Cambridge. He had been a frequent 
contributor to the Economic JouRNAL—I have been astonished 
on looking up the records to find that he had contributed to 
our pages no less than fifty times—and had served on the 
Council of our Society. He will be particularly regretted by mem- 
bers of the Royal Statistical Society, in whose proceedings and 
activities he had taken an active part. 

Sanger’s acute and critical mind, with its bird-like flashes, 
was not of the kind to deliver itself in treatises. It was in con- 
versation, in discussion and in teaching that his gifts were to 
be admired and appreciated. He will be greatly lamented, not 
least for his sweet personality and gift for lifelong friendships, by 
all those who have taken part by word of mouth in the semi- 
academic London world of economic discussion during the last 
thirty-five years. 

Sanger and Ramsey were both scholars of Winchester and of 
Trinity, both mathematicians by métier who were strongly drawn 
to economic science. Commemorating Sanger in the Nation and 
Atheneum of February 22, Mr. G .Lowes Dickinson writes of him as 
follows, joining Frank Ramsey with him (by reference though not 
by name) :— 
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It does not become a Cambridge man to claim too much 
for his university, nor am I much tempted to do so. But 
there is, I think, a certain type, rare, like all good things, 
which seems to be associated in some peculiar way with 
my alma mater. I am thinking of men like Leslie Stephen 
(the original of Meredith’s Vernon Whitford), like Henry 
Sidgwick, like Maitland, like one who died but the other 
day with all his promise unfulfilled. It is a type unworldly 
without being saintly, unambitious without being inactive, 
warm-hearted without being sentimental. Through good 
report and ill such men work on, following the light of 
truth as they see it; able to be sceptical without being 
paralyzed; content to know what is knowable and to reserve 
judgment on what is not. The world could never be driven 
by such men, for the springs of action lie deep in ignorance 
and madness. But it is they who are the beacon in the 
tempest, and they are more, not less, needed now than ever 


before. May their succession never fail ! 
J. M. K. 


EvGcenio RIGNANO 


WE regret to announce the death of Signor Eugenio Rignano, 
which occurred at Milan on February 9. His scientific pursuits 
extended to biology, psychology and philosophy, to which he 
contributed a series of volumes; and the wide range of his interests 
found an adequate expression in Scientia, the international review 
of scientific synthesis which he founded and edited during twenty- 
three years. Nevertheless, his contribution to economics deserves 
to be mentioned. His name will be chiefly associated, for readers 
of this JOURNAL, with the scheme for the reform of death duties 
which he first advanced in 1901, in a booklet printed in Italian, as 
a method for bringing Socialism into harmony with Liberal 
economic doctrine; it was translated into several languages, and 
an English translation was published in 1925. The essence of the 
plan is that a man’s savings, when left by him in the first instance, 
should pay a low rate of duty ; when left a second time by his heirs, 
they should be subject to a higher rate of duty; and the rate of 
duty should increase with the remoteness of the inheritor from 
the original saver, until it became confiscatory. The basis of the 
proposal being the presumption that the average man cares very 
little for the heirs of his heirs, and that consequently his motive to 
saving will not be impaired by heavy taxation of his remote 
descendants. The scheme attracted considerable attention and 
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was discussed, amongst English economists, by Professor Pigou, 
Sir Josiah Stamp and Dr. Dalton; an outline of the plan, by Signor 
Rignano, appeared in this JouRNAL in 1919. His loss will be 
sadly felt by his numerous friends and admirers, who will not forget 
the candour and ingenuity of his writings, the extent of his learning, 
and above all that love of truth and virtue which has ennobled, in 


every day of his life, his thought and his work. 
A. L. 





CURRENT TOPICS 


THE following have been admitted to membership of the 





Royal Economic Society :— 


Adams, B. C. Coombs, Prof. W. Gates, H. F. A. 
Adams, F. Cooper, E. C. Goodman, A. F. 
Addy,-P. C. Cooper, J. Graham, M. E. 
Allen, R. G. D. Cormack, W. 8. Griffiths, T. E. 
Arlidge, J. M. Couban, S. J. Guha, S. K. 
Askham, H. V. Crabtree, J. A. Gupta, S. 
Avallone, Dr. A. Craven, E. Harris, H. F. P. 
Aylen, F. C. Critchlow, B. G. Hill, A. 

Baines, W. H. Dalal, T. B. Hill A. H. E. 
Baker, C. N. Das, R. N. Hoe, T. B. 

Ball, A. L. Daver, N. B. Holman, T. F. 
Barman, T. G. Davies, J. Hon, Prof. R. C. 
Barnitt, R. 8S. Davies, J. K. Hopkins, H. P. 
Barr, Y. Diamond, A. E. Hunter, E. 
Bayford, J. A. Dickinson, W. Hutchings, A. W. 8. 
Bell, S. A. Dolley, Dr. J. C. Jannaway, A. W. 
Black, R. A. Dowling, J. W. John, R. 

Bland, F. Doyle, C. A. L. Karsondas, C. 
Blum, S. Drinkwater, H. Kay, R. E. 

Bose, N. Dubash, 8. F. Kearsey, H. E. 
Brech, E. F. L. Durbin, E. F. M. Keen, R. 8. J. 
Brimblecombe, S. R. Dutt, Prof. 8. C. Kendall, W. L. 
Broadbent, P. B. Eastham, J. K. Khandilwal, H. P. 
Busfield, H. H. Ellis, J. King, H. W. C. 
Cass, W. G. Errington, R. P. Knapp, Dr. B. 
Charge, W. T. Fellman, A. Knowles, F. W. 
Cheng, Ming-Ju Flynn, B. D. Landless, E. K. 
Chitré, B. A. Forss, A. C. Langmaid, A. G. R. 
Church, J. F. Ganong, C. K. Latey, S. G. 
Clarke, K. A. R. Gardner, J. Latham, J. 
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Lewis, H. P. M. 
Lewis, L. C. 
Lewis, R. S. 
Lollar, E. J. 
Loveridge, A. 
Ludford, L. 
McLeod, A. 
Machin, H. 
Macmenemey, R. 
Mainstone, F. J. 
Majumdar, N. K. 
Margolin, R. 
Marquand, H. A. 
Martin, H. B. 
Matthews, L. R. 
Matthews, R. P. 
May, H. W. 
Mitchell, R. T. 
Mohan, T. N. 
Mookerjee, S. N. 
Morrison, P. A. 
Mott, Miss J. 
Oliver, E. L. 
Osman, A. M. 
Naidu, V. P. 
Norblads, A. B. L. 
Parker, A. R. 
Patterson, T. P. 
Pattison, W. L. 
Payne, Prof. W. E. 


CURRENT TOPICS 


Payne, P. W. 
Peabody, G. F. 
Perry, V. F. 
Perry, W. 

Pitt, G. S. Jr. 
Potter, S. B. M. 
Price, S. 
Puxley, H. L. 
Quarmby, J. W. 
Radford, W. F. 


Ramanujam, T. A. 
Ramaswamy, H. S. 


Razvi, S. M. 
Reast, J. 
Rennie, A. 
Roberts, S. G. 
Robertson, B. F. 
Ross, L. O. 
Roots, T. W. 
Rubinstein, I. 
Sadie, A. 

Saito, Y. 
Sastry, M.S. N. 
Saunter, J. H. 


Scarborough, W. T. 


Schlittler, H. E. 
Scott, G. C. 
Scrivener, G. R. 
Senogles, H. 
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Sewell, J. 

Simiand, Prof. F. 
Simmonds, G. S. 
Skelton, G. F. 
Sladen, K. R. L. 
Slemr, Prof. Dr. J. 
Smeeton, A. G. 
Smith, G. A. 
Spriggs, M. G. 
Stagg, R. P. 

Stone, E. J. 

Suzuki, M. 

Taylor, B. G. 
Tolley, C. H. 
Towers, W. M. 
Trifounovitch, Prof. 
Wallace, H. W., M.P. 
Walls, R. W. 

Wasif, M. A. 

White, J. 

Willdigg, H. 
Williams, F. C. 
Willsmore, A. W. 
Wimalaratne, A.T.P. 
Wood, A. 

Wood, J. 

Worrall, L. J. 
Worsley, J. H. 


The following have compounded for life membership of the 


Society :— 


Blackett, Sir Basil P. 
Bober, Prof. M. M. 
Bowyer, S. J. 
Breeze, G. 
Buckingham, A. T. 
Dastur, M. H. 
Farrar, M. F. 
Gandhi, M. P. 
Glover, C. A. 


Hay, N.C. B. 
Hargreaves, E. L. 
James, F. C. 
Monroe, A. E. 
Nicoll, J. G. D. 
Olphert, J. W. 
Patton, F. L. 
Sloan, S. J. E. 
Wood, L. R. 
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The following have been admitted to Library membership of 
the Society :— 


Banca Commerciale Italiana, Milan. (Composition.) 

Edinburgh University Library. 

Government of Mysore, Bangalore. 

King’s College, Cambridge. 

National Labour University, Shanghai. 

Ohara Institute of Social Research, Osaka, Japan. 

University of Otago Library, Dunedin, New Zealand. 
(Composition. ) 





Tue Association of Teachers of Economics, which had not 
met for two years, held a successful Conference, from January 
3rd to January 6th, 1930, at Chancellor’s Hall, Birmingham. 
Thirty-six members were present. In addition to the meetings 
for discussion, which were held in the Common Room at Chan- 
cellor’s Hall, visits of inspection were made to Hamstead Colliery, 
Great Barr, to Fort Dunlop, and to the University of Birmingham 
buildings in Edgbaston. 

On the Friday evening Mr. Hubert Phillips read a paper on 
Social Insurance, in which he considered how far our present 
social services were financed by taxation and how far they were 
genuine insurance. In particular, he devoted some space to 
considering the incidence of the provision of unemployment 
benefit and its effects upon the mobility of labour. One of the 
best discussions of the week-end was opened by Professor Clay 
and Mr. D. H. Robertson, who dealt with the relation of Banking 
to Industrial Fluctuations. They concentrated mainly upon 
recent events in Great Britain. On the Sunday morning Sir 
William Beveridge set out reasons for doubting “‘ whether 
optimum population was worth talking about.” Mr. E. A. G. 
Robinson seconded him, and a good discussion followed. On 
the Sunday evening Professor J. G. Smith opened a discussion on 
Curricula in University Schools of Business Administration. He 
confined himself fairly closely to an explanation of the various 
considerations which have moulded the course in the Faculty of 
Commerce in Birmingham. Sir William Beveridge outlined what 
seemed to him a desirable fourth-year course in Business Adminis- 
tration for graduates in Economics, History, Political Science and 
like subjects; and Professor Sargant Florence, contrasting his 
teaching experience in Cambridge and Birmingham, claimed that 
training in Economics for undergraduates intending to enter 
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industry should be different from that given to those primarily 
interested in politics and public administration. Mr. J. A. Bowie, 
Mr. T. S. Ashton and many other members described their own 
experience and methods. 

At a short business meeting the following committee was 
elected : Sir William Beveridge (Chairman), Mr. T.S. Ashton, Pro- 
fessor P. S. Florence, Miss L. Grier, Mr. R. F. Harrod, Mr. D. T. 
Jack, Mr. R. A. Macdonald, Mr. J. M. Rees, Mr. E. A. G. Robinson, 
and Mr. H. A. Marquand (Hon. Secretary and Treasurer). The 
annual subscription is five shillings, and membership is open (a) 
to teachers of Economics, Economic History, Sociology, Commerce 
and such kindred subjects as the Association may from time to 
time approve, in British and Irish Universities and University 
Colleges; (b) subject to the approval of the Committee in each 
case, to persons who have been engaged as such teachers, or who 
are or have been employed in the extra-mural teaching of 
Economics and kindred subjects, and whose co-operation in the 
work of the Association is likely in the opinion of the Committee 
to be advantageous to the Association. The Hon. Secretary will 
welcome inquiries and applications for membership, which should 
be addressed to him at The University, Edgbaston, Birmingham. 





Mr. D. H. Rosertson writes :—‘ I have to acknowledge an 
error in my note on ‘ Fair Wages’ and ‘ Net Advantages’ in 
the last number of the JourNaL. As Professor Pigou has pointed 
out to me, I had overlooked a passage on p. 553 of Economics of 
Welfare (3rd edition) in which it is made plain that differences in 
the opportunity for supplementary family earnings are to be 
regarded (like differences in the cost of living) as giving rise to 
‘costs of movement,’ and also (unlike differences in the cost of 
living) as giving rise to ‘ unfairness’ in wages. This latter con- 
ception is, I think, at variance with that which Marshall’s cata- 
logue of ‘net advantages’ would suggest: but is clearly quite 
logical and self-consistent.” 





Me. J. R. BevierBy, Fellow of Gonville and Caius College, 
Cambridge, and formerly of the International Labour Office, has 
been appointed to the Brunner Chair of Economic Science in the 
University of Liverpool as from October 1, 1930. This Chair has 
remained vacant since the death of Professor E. C. Gonner. 

Dr. John Henry Richardson, Assistant Chief of Section 
in the Research Division of the International Labour Office, 
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Geneva, has been appointed to the newly-established Montague 
Burton Chair of Industrial Relations in the University of Leeds. 

Professor Henry Clay, who has been Professor of Social 
Economics in the University of Manchester since 1927, has 
resigned that position and accepted an appointment as economic 
adviser in the Securities Management Trust, a subsidiary that the 
Bank of England has established to handle the industrial interests 
that the Bank has acquired as a result of the financial reorganisa- 
tion of a number of firms, and to assist in similar reorganisations 
in the future. This appointment, together with those to the staff 
of the Economic Advisory Council reported on a previous page of 
this JOURNAL, represent a further drain on the straitened supply 
of well-qualified academic economists into non-academic, though 
nevertheless research, work of one kind or another. 





Dr. JAMES Bonar, who is Newmarch Lecturer in Statistics for 
the current year, is delivering six public lectures on ‘‘ Demography 
in the Seventeenth and Eighteenth Centuries” at University 
College on February 11, 18, and 25, and March 4, 11, and 18. The 
lectures are open to the public without fee or ticket. 

Dr. Bonar is proposing to re-edit for the Royal Economic 
Society the Catalogue of Adam Smith’s Library which was pub- 
lished some years ago. He will be very grateful if anyone owning 
books formerly in the possession of Adam Smith will send exact 
particulars to him at 13 Redington Road, Hampstead. N.W.3. 





Tue Manuscript Notes taken of Adam Smith’s Glasgow lec- 
tures, which were recently sold by auction at Sotheby’s, have been 
acquired for presentation to the Glasgow University Library. A 
full account of this MS. has been given by Prof. Cannan in his 
introduction to the reprint, edited by him for the Clarendon Press 
in 1896. 
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RECENT PERIODICALS AND NEW BOOKS 


Economica. 

NovEMBER, 1929. The Contribution of Professor Hobhouse to Philosophy 
and Sociology. M. GinssBera. The Worshipful Company of 
Framework-knitters. J.D. CHamMBErS. Jute Futures in Calcutta. 
H. Suvua. American Treasure and the Rise of Capitalism. E. J. 
HAMILTON. 

The Economic Record (Melbourne). 

NovEMBER, 1929. Local Indebtedness in New Zealand. H. BretsHaw. 
Allocation of Factory Output. C. H. Wickens. The Drift to the 
Towns. A. G. B. Fisuer. Theories of Population and their 
Application to Australia. M. H. Betz. Consumers’ Co-operation 
in N.S. Wales. W. K. McConnety. Productive Efficuency of 
Tasmanian Farming. G. C. BILLING. . - 


Indian Journal of Economics. 
OcToBER, 1929. Income-taxin India. P.N.Banersea. Agricultural 
Cycles and Sunspots. R. K. MuKkersEE. Economic Incidence of 
Tenurial Systems. P. J. THomas. 


International Labour Review. 


DECEMBER, 1929. Some Legal Questions relating to International Labour 
Conventions. E. Manamm. The Doctrine of High Wages. J. H. 
RICHARDSON. 

JANUARY, 1930. A Study of the Relation of Working Hours to Climate. 
S. Isur#ara. Working Conditions in a Rationalised Industry. 
Wages and Hours in the Coal-mining Industry in 1927. 


. Quarterly Journal of Economics. 

NoveMBER, 1929. Economics and the Idea of Natural Laws. O. H. 
TayLor. Composite Demand and Joint Supply in Relation to 
Public Utility Rates. R.T.ByE. Duopoly. E. H. CHAMBERLIN. 
A Neglected English Economist : George Powlett Scrope. R. OPIE. 


American Economic Review. 


DECEMBER, 1929. Quantity Theory and Price Stabilisation. A. F. 
Burns. Rent under Increasing Returns. A. B. WOLFE. 
Shipping Enterprise of the Australian Government. O. DE R. 
FoENANDER. Sharing Earnings of Reserve Banks. C. B. UpHam. 
Some Marshallian Concepts. J. A. MAXWELL. 


Harvard Review of Economic Statistics. 

NovEeMBER, 1929. The New York Money Market of 1843 to 1862. 
A. H.Cotr. Income Forecasting by the Use of Statistics of Income 
Data. J. F. Eprrsourez, 8S. 8S. Burr, G. M. Peterson. Specula- 
tion, Gold, and Bank Policy. G. E. ROBERTS. 

No. 157.—vOoL. Xu. M 
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Journal of Political Economy. 


DECEMBER, 1929. The Theoretical Basis of Economic Policy. (. 
Gini. Salaried Men’s Organisations in Germany. W. T. Ham. 
Fruit Distribution in the Canadian West. J.M.CassEus. Brokers’ 
Loans and Bank Deposits. C. B. Hoover. Some Statistical 
Relations between Wages and Prices. C. W. Coss. 


Political Science Quarterly. 


DECEMBER, 1929. War Indemnities and Business Conditions. G. 
BIELSCHEROSKY. The Labour Injunction in the New York Needle 
Trade. P. F. BrRIsSENDEN and C. O. SwWAYZEE. 


Journal of Economic and Business History (Harvard). 


NoveEemMBER, 1929. Origin and Evolution of Early European Capitalism, 
J. SrRreDER. Anthony Bacon, an Eighteenth-century Merchant. 
L. B. Namrer. The American Grain Trade under the Embargo of 
1808. W. F. Garr. Early French Colonial Policy. L. 
Vienots. Benjamin Gott and the Anglo-American Cloth Trade. 
H. Heaton. History of the Denison Manufacturing Company. C. 
HEATH. 


Wueat Stupies (Stanford, California). 


NovEMBER, 1929. The Post-harvest Depression of Wheat Prices. 
There is no evidence of a general tendency towards post-harvest 
depression of prices of Chicago wheat futures. The tendency to 
post-harvest depression of cash prices is a tendency to depression 
of cash prices relative to prices of futures. 


DECEMBER, 1929. The World Wheat Situation, 1928-29. Bumper 
crops were harvested in many countries, including Canada and 
Argentina. The average world yield per acre ranked with the 
exceptionally high yields of 1915 and 1923. The world crop stood 
16 per cent. above the 1922-27 average. For the first time in 
many years a bumper crop followed a distinctly good crop, and 
wheat supplies were exceptionally abundant. Prices were low, and 
in May 1929 Chicago futures fell below $1 per bushel, the lowest 
point in post-war years, but on the whole prices were not as low 
as in 1923-24. 

JANUARY, 1930. Survey of the Wheat Situation August to November, 
1929. As a result of the excellent wheat, rye and feed-grain 
crops of Europe and the heavy carry-over of wheat, import require- 
ments for the crop year 1929-30 are relatively small. The volume 
of international trade may approximate not more than 720,000,000 
bushels as compared with 940,000,000 in the previous year. 
The principal exporting countries harvested small crops. Even 
so, with the huge carry-overs available from the previous year 
the carry-over out of 1929-30 looks like being in excess of the 
average. 

Revue d’Economie Politique. 

NoVEMBER-DECEMBER, 1929. Oscillations boursiéres, oscillations 
économiques. J. Desstrrer. La Doctrine socialiste. E. ANTO- 
NELLI. L’euvre scientifique de A. C. Pigou. M. Brkt. La 
développment de la politique commerciale de la Société des Nations. 
R. CouRtin. 
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Journal des Economistes. 

NovEMBER, 1929. La baisse des valeurs de Bourse aux Etats-Unis et 
la prévision des Crises. E. Payen. Industries d’ Etat et Industrie 
privée. G. DE Nouvion. Les Budgets des principaux pays et les 
Budgets de Vavenir. R. J. PIERRE. 

DreceMBER, 1929. Les richesses forestiéres des principaux pays. R. J. 
PIERRE. 

Zeitschrift fiir. Nationalékonomie. 

NovEMBER, 1929. Hin Nachruf, auf Emil Sax. E. v. BECKERATH. 
A review of the works of Sax which bear specially on taxation, 
interest and trade. Bediirfnis, Wert, und Vorzug. E. Sax. A 
posthumous study on the psychological basis of economic theory, 
edited by Prof. Kraus. Grenzkosten und Preis. A. BILLIMOVIO. 
A criticism of the “ objective” theory of price of Oppenheimer, 
in which it is argued that the marginal producers can only be 
determined by subjective elements. Guibt es einen ‘‘ Widersinn des 
Sparens?”? KF. A. Hayex. An examination of the theories of 
Foster and Catchings, including some remarks on the relations 
between money and capital. Verstaatlichung des Kredits? L. 
Miszs. Discussion of a recent scheme for State management of 
money and banking, with adverse conclusions. ~ 


Zeitschrift fiir die gesamte Staatswissenschaft. 


NovEMBER, 1929. Zwischenstaatliche, Kapitalbewegungen und Bes- 
teuerung. T. Paut. Import and export of capital are affected 
in certain special ways by taxation. Besteht die Méglichkeit einer 
neuen Inflation? B. Mouu. Certain dangers of the German 
position may be involved in financial policy as affected by 
Reparations Taxation and loans for public purposes. T'heoretische 
Grundlagen der Soziologie. A. Lysrn. Integrationslehre und 
Finanzwissenschaft. Dr. V. Pistorius. Der gegenwartige Stand 
der Kartellfrage. O. Leunicu. Based on the legal proceedings 
of 1928. 

JANUARY, 1930. Unter der Herrschaft des Wortes. R.STRELLER. A 
critique of Gottl-Ottlilienfeld’s arguments, especially on the 
question of subjective value. Die Entwicklung der Grundherrschaft 
in England. D. M. PETRUSEVSEI. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 


DECEMBER, 1929. Das Vordringen der Agrardemokratie in Europa und 
die Lage des Grossgrundbesitzes in Ungarn. A. DANIEL. Kassen- 
haltung und Preisniveau. E. von Mioxwitz. Hochschule und 
Ausbildung zu sozialen Berufen. C. J. KLUMKER. 


Weltwirtschaftliches Archiv. 


JanuaRy, 1930. Die Chance des Kapitalismus. K. Muus. Die 
lokale und regionale Wirtschaft als Grundlage der Volks- und 
Weltwirtschaft. L. Brocarp. Der Wirtschaftskampf wm den 
Stillen Ozean. T. Suranyt-Uncer. Die Entwicklung des 
schwedischen Aussenhandels und der schwedischen Handelspolitik 
nach dem Kriege. K. AmarK. Trade of the Commonwealth of 
Australia since the War. E. T. McPuer. Die Finanzierung des 


deutschen Einfuhrhandels. E.THANNHAUSER. Die Regiegenossen- 
M2 
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schaft, eine neue Unternehmungsform. B. LavErGne. Die 
deutschen Handelskammern im Auslande. H. Kiem. Farm. 
preisindizes in den V.S.von Amerika. R.FREeunD. Produktions. 
indizes. H. BErz. 


Vierteljahrshefte zur Konjunkturforschung. 


SonpDERHEFT 14. Umsatz und Lagerhaltung im deutschen Einzelhandel 
seit 1924. 


SoNDERHEFT 15. Bestimmungsgriinde der Baumwollpreise. 


SoNDERHEFT 16. Die neuzeitliche Umstellung der iberseeischen 
Getreideproduktion. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


DrEcEMBER, 1929. Volkswirtschaftspolitik als normative Wissenschaft. 
H. ScHack. 


JANUARY, 1930. Die sozialpolitischen Lehren der klassischen National. 
6konomie. A. WEBER. Zur Frage der Ueberwdlzung und Fern- 
wirkung der Einkommensteuer. G. Hatm. Ueber das Problem der 
Moglichkeit und der Zweckmissigkeit einer “ Konjunkturlosen 
Wirtschaft.” J. KEMENYFFI. 


Schmollers Jahrbuch. 


OctoBER, 1929. Wandlungen der Monopoltheorie. J. DoBRets- 
BERGER. Since the Middle Ages, monopoly has always been 
looked upon as ethically wrong. Even the classical economists 
viewed it as essentially unusual and extraordinary, and in modern 
economics the competitive basis is still assumed as something 
normal. Marx showed that capitalistic society, however, rests 
fundamentally upon a monopoly, i.e. a class monopoly of those 
who own the instruments of production. But the idea is more 
extensive even than this—rents, for instance, under a competitive 
régime, create monopoly. Competition and monopoly are, in 
fact, nothing but transitional stages in economic development. 
Competition is more suitable to a rising conjuncture, as in the 
nineteenth century; monopoly is better in times of depression 
like the present. There is, therefore, no reason to believe that 
the present “‘ concentration-enthusiasm ”’ will outlast the post- 
war depression. Ricardo-Interpretation und Arbeitswerttheorie. 
A. Amonn. A defence of the distinction between the “ formal ”’ 
and ‘“ material”’ problems of distribution (i.e. the general laws 
of distribution, and the question of whether the actual shares 
received by the different classes of a given community are large 
or small), and a criticism of Oppenheimer’s interpretation of the 
Labour Theory of Value. Das Verhdltnis der Geschlecter in den. 
Niederlanden. S. Garoas. Zehn Jahre Sowjet-Industrie. K. 
EtstER. Gaetano Mosca und seine Staatstheorien. R. MICHELS. 
Kénnen die Lasten Deutschlands aus dem Youngplan bei sinkendem 
Zinsfuss kiinftig erleichtert werden ? W. Loss. 


Annali di Economia. 


Juty, 1929 (Vou. V, Nos. 1 and 2). Contributo alla ricerca dell’ 
“‘ ottima imposta.”’ In this paper, which runs to 244 pages, 
Pror. Ernaupi deals exhaustively with the theoretical points 
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involved in the taxation of savings, a discussion to which he has 
already contributed a series of articles. (A bibliography is given 
on pp. 27-33.) His conclusion agrees with Mill’s well-known 
theorem that the part of the income which is saved ought to be 
exempted from the income-tax, if all parts of revenue are to be 
taxed equally. The first section of the paper summarises the 
present state of the question. Then two chapters are devoted 
to the criticism of the view that taxation of savings does not 
involve duplication, as set forth by Prof. De Viti De Marco in 
his recent Primi Principii dell’ Economia Finanziaria (a treatise 
which Prof. Einaudi describes as “ classical’): this view is held 
to be based upon a contradiction. The bulk of the paper contains 
a series of new arguments supporting Mill’s theorem, discussing 
in detail the question in relation to varying rates of interest, and 
to the condition of producers having “ periods of production ”’ of 
different length. Any attempt to tax savings calls forth a series 
of adjustments in relative prices and rates of capitalisation, which 
defeat its purpose; taxation of savings is thus shown to be, not 
only unequal in its effects, but in the long run actually impossible. 
The theory is then applied to a number of particular problems, 
and certain practical rules of taxation are deduced; amongst the 
latter may be mentioned the proposal that thé tax on personal 
incomes should be assessed, not for each individual on the basis 
of his actual earnings, but for each class on the basis of a “‘ normal ”’ 
taxpayer of that class. Le pubbliche finanze e i rapporti economict 
delle Repubbliche Americane. C. E. McGuire. Politica com- 
merciale e bilancia economica deil’ Italia nel 1861-1870. E. 
CorBINo. The sequel to an article published in the Giornale 
degli Economisti for November 1928. Sviluppo ed organizzazione 
det maggiori porti europei. V.CORNARO. 


JANUARY, 1930 (Vox. VI, No. 1). JI salari incentivi. F.Tasant. A 
diagrammatic representation of various types of premium and 
bonus wages. Jl commercio estero italiano nel dopoguerra in 
relazione alle vicende della lira. S. Sprinewi. L’industria 
zootecnica italiana. L. LENTI. 


Giornale degli Economist. 


OcToBER, 1929. Depositi e investimenti nel primo secolo delle casse di 
risparmio italiane. G. DE PiantE. The study of the Italian 
savings bank movement since 1830 reveals, inter alia, that political 
crises have had a much more serious effect in reducing new 
deposits and encouraging withdrawals than economic crises. In 
the years of economic crisis since 1918 the increase in total deposits 
has been specially marked. Di un caso particolare di ‘‘ Abwael- 
zung.”” L. Rozzi. A mathematical investigation into the 
conditions under which the imposition of a tax proportional to 
income may lead to an increase in the amount of effort on the part 
of the tax-payer. I principii di politica economica di Luca di 
Samuele Cagnazzi. G. Carano-Donvito. Qualche chiarimento 
fondamentale a proposito del concetto di produttivita del commercio. 
Dr. A. BREGLIA discusses in a closely reasoned article the definition 
of such terms as wealth, economic goods, production, etc. He 
criticises Say for declaring that production signifies the creation of 
utility, and prefers to regard as productive any economic activity 
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which, like the regular consumption of an article, leads to further 
production. Commerce, in so far as it is an essential part of the 
chain of production, is fundamentally productive. 

NoveEMBER, 1929. The whole of this number is devoted to an apprecia- 
tion by a number of writers of the work of the great Italian 
statistician, Professor Rodolfo Benini. 


La Riforma Sociale. 


NoVEMBER-DECEMBER, 1929. II contenuto economico della lira dopo 
la riforma monetaria del 21 dicembre 1927. L. Ertnaupi. The 
Law of December 21, 1927, as extended by two Decrees of 1928, 
declared that Italian paper money (bank-notes) should be con- 
vertible into gold. The Bank of Italy is required to ensure, by 
control of the circulation, by purchase and sale of gold, and by 
intervention in the market for Devisen, that the fluctuations in the 
exchange of Italian money, in relation to the exchanges with 
foreign countries in which the convertibility of bank-notes into gold 
is maintained, shall be kept within the limit of 19-10 for the dollar 
“ all’ esportazione’”’ and 18-90 lire “‘ per l’importazione.”’ There is 
no obligation to exchange notes for gold coin; the minimum 
amount of gold bullion that can be bought is five kilogrammes of 
fine gold—equivalent to 63,188-89 lire—and this only at the head 
office of the Bank in Rome. The Bank is empowered, instead of 
selling gold, to remit an equivalent amount of foreign Devisen of 
countries in which notes are convertible into gold. When the 
reserves of the Bank of Italy fell from their highest level of 
12,516-1 million lire on March 31, 1928, to the low figure of 
10,036-5 million lire on May 31, 1929, fears were expressed that this 
process might continue and the reserves be gradually drained 
away. But the locking up of notes in the hands of the Central 
Bank, which resulted from the sales of gold and foreign currencies, 
forced down the level of internal prices, and after May 1929 there 
was a reversal of the previous gold movements, reserves showing a 
slight though perhaps only temporary increase. The choice of the 
dollar as the specific unit of account in terms of which the lira was 
stabilised was due to historical reasons—the effective maintenance 
of internal convertibility of American currency into gold during 
the World War But it seems likely that when Switzerland has 
repealed the unnecessary and anachronistic law of August 3, 1914, 
by virtue of which Swiss paper money has remained legally 
inconvertible, the Swiss franc will supersede the dollar as the 
typical international unit of account—a change which should be 
facilitated by the decision to place the headquarters of the new 
International Bank at Bale. Problemi di economia e finanza. A. 
CapiaTi. A series of interesting notes on the economic effects of 
the exemption of saving from taxation; the international effects 
of war indemnities; and the doctrine of purchasing power parity. 
Coltura ortense e frutticultura nel Mezzogiorno. Sianor Evo. 
discusses the current proposals to extend greatly the cultivation 
of fruit and early vegetables in the south of Italy with the aid of 
large grants of capital by the State. The chief difficulty would lie 
in finding markets for the produce, which would necessarily have 
to be found mainly outside Italy. It is probable that any con- 
siderable increase in Italian exports of such produce would be 
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countered by the raising of tariff barriers on the part of the con- 


th 

the suming countries, many of which are engaged in making similar 
developments in portions of their own territories. The perennial 

cia problem of the South remains, and there are only two alternatives 

lian open: “either agrarian transformation enabling the employment of 
much labour with sufficient returns to allow a margin for saving, 
or an open door for emigration.”’ Hsempio storico d’incauto inter- 
vento statale. F.Luzzatto. L’organizzazione delle vendite a rate 
neglt Stati Uniti. M. G. ULLMANN. 

2po 

‘he Metron. 

28, June, 1929. La ricchezza privata degli Italiani nel 1929. A. TP. 

“ei EsPrnosa. 

- Scientia. 

he JANUARY, 1930. The Better Distribution of the Human Race. G. H. 

th KNIBBS. 

Id Kyoto University Economic Review. 

A Juty, 1929. On the Classification of Taxes. M.Kampr. A Reply to 

- Fairplay’s Criticism. S. Kosmma. Continues a discussion on the 

of question of shipping freights. On Japan’s National Wealth and 

d Income. §S. SuHtomt. On the Coefficients of Prodaction. Y. 

of TaKaTA. On examination of the methods of Cassel and Walras, 

of designed to show “how far the coefficients of production are 

a determined by technics, and what amount of automatism is 

if possessed by the price of productive goods.” 

: De Economist (Haarlem). 

q DECEMBER, 1929. De ontwikkeling van het reparatievraagstuk tot 1 

] September 1924. F.H. Repetius. A statement of the provisions 


, of the Treaty of Versailles with regard to reparations, followed by 

a summary of events down to the Dawes Plan. The account is 
: descriptive rather than critical. Drie eeuwen agrarisch Rusland. 
‘ D. vAN Brom. A discussion of the agrarian problem in Russia 
, from the sixteenth to the eighteenth century, being a summary 
and a review of Alexandre Miller’s Essai sur l'histoire des institu- 
; tions agraires de la Russie Centrale du XVIe au XVITIe siécles. The 
| subsequent history of Russia is comprehensible only in the light 
of the conditions in these centuries. Waarde of Prijs? G. 
MorreAv. The conclusion of the discussion as to B6hm-Bawerk’s 
three grounds for interest as applied to “the Robinson Crusoe 
economy and the socialist state.” The writer deals with previous 
arguments and maintains that interest is a price and not a (sub- 
jective) value, that while Robinson may estimate future goods 
higher, this does not involve an increase in values. Professor 
Bordewijk replies in a concluding note. 


Ekonomisk Tidskrift (Upsala). 

1929, No. 1. A Study of Business Cycles and Economic Laws. C. 
Roruiies. The article is a critical review of J. Akerman’s 
recently published doctorate thesis: On the Rhythm of Economic 
Iife, Stockholm, 1928 (Swedish). The article demonstrates 
business cycles as interference phenomena of economic wave 
movements, and compares the wave movements of business 
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cycles with the waves of a swiftly running stream, which display like 
these a definite conformity to law. Rothlieb holds, contrary to 
Akerman, that although a certain similarity and conformity to law 
is indisputable on account of prices being unable to diverge too far 
from their point of equilibrium without causing a reaction, this 
conformity to law should not. be over-estimated. Periods of 
business cycles may vary between two and seven years. The 
irregularity appears so large on closer investigation that the 
term “law ” is put in the shade by the term “ history.”’ Even if 
a curve shows some maximum and minimum points with some l 
even distances, this fact does not make the acceptance of a law 
necessary. Gold and Central Banks. D. Davipson. The article 
is written in connection with Keynes’ statement as to the danger 
of gold scarcity. The author points out that Keynes has under- 
rated the effect of the dismissal of gold currency from general 
circulation, because he has only considered the influence on the 
gold funds of central banks, but not the reduction in the demand 
for gold which arises from the actual withdrawal of gold in circula- 
tion. The problem consists of introducing such arrangements that 
the supply of monetary gold shall always remain sufficient for the 
maintaining of a constant value of gold. This entails that the 
world must become independent of changes in the production of 
gold, which to a great extent is solved by preventive measures 
being taken against an abundant production creating a decrease 
in the value of money, and is best accomplished by co-operation 
between the leading central banks. If abundant gold production 
is allowed to reduce the value of money, the result is an increased 
demand for gold, which, during succeeding years with a diminished 
gold production, may cause a harmful increase of the value of 
money. 


1929, No. 2. The System of Prices from the point of Capital Theory. 
E. Linpanu. The essay discusses the complications which the 
element of time involves with regard to the determination of 
prices. The author states that the systems of Walras, Cassel and 
Bowley exclude the element of time, and subsequently refers to 
production without capital, and then endeavours to expand the 
propositions of Walras and Cassel by successive introduction of 
the complications in the system caused by the element of time. 
The first stage is that the future is completely anticipated and that 
a stationary condition prevails, whereby real capital and rates of 
interest are introduced. The next stage aims at dynamic 
conditions, which may be treated in an analogous system of 
equations, provided that, as above, the future is completely antici- 
pated. In such cases the present prices together with those 
anticipated in the future form a single system for which the 
principle of cost is valid. Finally, the possibilities of an extension 
of the theories to a more reliable condition are discussed. When 
the future is not wholly anticipated, development will always 
involve gains and losses for the enterprises, which cause deviation 
from the principle of cost. The Problem with regard to the Transfer 
of the German Reparations. D. Davipson. The article is written 
in connection with Keynes’ inquiry on the transfer of the German 
Reparations published in the March issue of the Economic 
JourRNAL. Davidson holds that Keynes arrives at the result, that 
the Reparations payments must in the long run cause a decrease 








’ like 
y to 
law 
> far 


3 of 
The 
the 
n if 
me 
law 
icle 
ger 
er- 


ihe 











1930] RECENT PERIODICALS AND NEW BOOKS 169 


of wages in Germany, only if he proceeds from certain unknown 
assumptions, which are not included in the Dawes pact. As this 
is constituted, payments are only necessary in German currency, 
and foreign countries undertake the transfer risks, whereas Keynes’ 
proposition is based on the supposition that payments should be 
affected by positive balances of payment in foreign currency. 
Davidson further holds, contrary to Keynes, that the German 
loan need not be annulled as long as Reparations payments can be 
effected in German currency. 


1929, No. 3. Capital-disposal and Credit-ratio. J. AkmrMaNn. The 


author criticises the expression used by Cassel, ‘“‘ capital-disposal,” 
in connection with K. Kock’s doctorate thesis, A Study of Interest 
Rates, and emphasises that the expression does not make clear the 
real purport of the credit market. The author then proceeds to 
the question whether central banks can decide the use of credit. 
The policy of the Federal Reserve system can generally be charac- 
terised as aiming at credit rationing in the years 1919-26, price 
stabilisation 1926-27 and production stabilisation 1928. With 
regard to the present conditions in the United States, he puts 
forward the following questions : (1) can the increase of call loans 
damage industry ? and (2) can credit to the call loan market be 
reduced without causing a general credit restriction? To the 
first question the author replies in the affirmative, because 
increased speculation causes a speculative tendency in enterprise, 
higher interests, capital consumption and elimination of non- 
competitive enterprises, etc. The second question is replied to 
in the negative. The utilisation of capital is the most functionable 
of all values. A decrease of part of its volume entails, therefore, 
a general reduction. On the Question of Medieval Villeinage and 
the Emancipation of the Peasants. A. Montcomery. The 
conditions of both the dependency of the peasants and their 
emancipation were particularly varied. In some quarters the 
conditions of dependency tended to become more oppressive the 
greater the landowner’s need of labour was. But in other 
quarters the increased competition for labour, e.g., after the ravages 
of the plague in the fourteenth century, brought with it an improve- 
ment in the conditions of the peasants. In general it would hardly 
seem that the emancipation of the peasants was connected with 
any sort of revolutionising reorganisation of the work on the 
estates. The importance of legislation and usage in regard to 
inheritance is pointed out. According to the prevailing tendencies 
in development, changes of ownership might bring about the con- 
centration or the cutting-up of land. The growing number of 
capitalist farmers was indubitably of the greatest importance for 
the whole agrarian development in England. The access of 
prosperity that the towns enjoyed at the end of the Middle Ages 
involved an extensive exploitation of the country-side, and even 
if in this connection the old conditions of dependency were 
lightened, others were not seldom imposed in their stead. Some- 
times the initiative for the emancipation of the peasants came from 
the peasants themselves, and sometimes from the land-owner. 
The efforts in the direction of emancipation seem to have been less 
pronounced in France than in England. The tendency towards 
the emancipation of the peasants that made its appearance in 
several European countries during the later part of the Middle 








170 ; THE ECONOMIC JOURNAL [MARCH 


Ages led to more radical and permanent results in only a few 
cases. Elsewhere the movement was interrupted at an early 
stage, to continue during the eighteenth and nineteenth centuries 
under the guidance of the State. Finally, the author gives an 
account of Swedish conditions. 
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